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DEMAND SCHEDULES—“NORMAL” 
AND “INSTANTANEOUS” 


R. L. R. H. ALLEN 
Bureau of Agricultural Economics 


HE purpose of this paper is to point out a serious gap 

in the economic theory covering demand. Put in a very 
few words it is this: We have not developed a satisfactory 
explanation of normal or long-time demand. Nothing that 
has been done on the subject has given us an adequate ap- 
proach to the problem of consumers’ response to price over 
more than the short term. We have developed neither the 
theory nor the methodology for estimating what quantity of 
any product will presently be taken by consumers if the 
price has definitely fallen to a level 10 per cent lower relative 
to other prices and consumers have reason to believe it is 
there to stay. And similarly if the price has risen. 

Demand theory and research procedure have been cast in 
terms of instantaneous or short-time schedules. These are 
represented as shifting through time as a result of changes in 
tastes, numbers, or purchasing power of consumers. This 
conventional procedure is natural and useful for studying 
short-time problems and for tracing a chronological succes- 
sion of short-time relationships. But it is quite illogical to 
suppose that a record composed of a succession of short-time 
schedules, even if this should extend over a very long period 
of time, would throw very much light on what consumers’ 
responses would have been if prices had fluctuated around 
levels different from those which actually prevailed during 
the period studied. 

The influence of the time factor seems to have been more 


555 


’ 
~ 
q 
d 
| 
| 


556 


R. L. MicHewt anp R. H. ALLEN 


fully appreciated on the supply side. The orthodox exposi- 
tions of normal price carefully distinguish the effects of vary- 
ing periods of time on the response of production to price. 
Probably no one would attempt to explain normal supply 
in terms of shifts in short-time supply schedules. 


Extent of the Omission in Theory and Practice 


A brief statement such as the foregoing may not be fully 
understood or appreciated unless we examine in some detail 
its basis in fact and its practical importance. 

Alfred Marshall has probably had more influence than 
any other single writer upon the thinking of those English 
and American economists who have developed demand 
theory and methodology. Of course, we can also go to 
Augustin Cournot, Léon Walras, and other mathematical 
economists for equally precise expositions of demand. Walras, 
for example, is generally credited with being the first to 
express the demand for any commodity as a function of the 
prices of all commodities.! 

In his usual thoroughgoing manner, Marshall refers in a 
number of places to the time required for consumption to re- 
spond to price changes.” He cites such illustrations as the slow 
growth of familiarity with coal as a fuel in England when 
wood and charcoal became dear, and he points out that 
“habits which have once grown up around the use of a com- 
modity while its price is low, are not quickly abandoned 
when its price rises again.’”?* Despite this, however, we find 
in a number of places summary statements such as the fol- 
lowing that minimize the importance of this fact: “those de- 
mands which show high elasticity in the long run, show a 
high elasticity almost at once; so that, subject to a few excep- 
tions, we may speak of the demand for a commodity as being 
of high or low elasticity without specifying how far we are 
looking ahead.’’ 

Among current writers, John M. Cassels, Geoffrey Shep- 
herd, John D. Black, and E. J. Working appear to have 


recognized the time-consuming character of consumption 


1 See Schultz, Henry, The theory and measurement of demand, p. 8, 1938. 

2 Marshall, Alfred, Principles of economics, 8th ed., bk. III, ch. IV, p. 110, 1922. 
Tbid., p. 807. 

3 Marshall, Alfred, op.cit., bk. V, ch. XII, p. 456. 
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responses to price. Cassels, for example, writing on milk 
prices, briefly calls attention to the problem, although he 
minimizes its importance in the case of milk in a final state- 
ment that “‘even with respect to the long-run the demand for 
fluid milk is not likely to be elastic.’” 

Geoffrey Shepherd devotes two paragraphs to the in- 
fluence of the time factor on the elasticity of demand in his 
discussion of the processing taxes on pork under the agri- 
cultural adjustment program. He states in part, ““Some con- 
sumer habits are slow to change. If we have become ac- 
customed to bacon for breakfast, we dislike to change our 
menu when bacon is scarce and high in price... . But if 
scarcity and high prices... give every indication of con- 
tinuing for several years, we are likely to weaken and change 
our menu rather permanently.’ 

John D. Black recognizes the significance of this problem 
in “Research in Farm Management’” in which he states, “In 
using supply and demand curves in this way, one must make 
allowance for the usually occurring lag in the response of 
production and consumption to changing prices.” It is of in- 
terest to note that Dr. Black was writing about research in 
interregional competition and that the use of supply and de- 
mand curves to which he had reference was in connection 
with the forecasting of supply and demand relationships 
that may prevail after changes of considerable magnitude 
have had time to take place. It was in this same connection 
that the writers encountered this problem.’ This suggests 
that it is of special significance in this field. 

The most nearly adequate statement on the subject that 
has come to the attention of the writers is one in an article 
by E. J. Working.® In this article Working carefully dis- 
tinguishes between “market demand curves,” “short-time 

* Cassels, John M., A study of fluid milk prices, p. 110, 1937. 


5 Shepherd, Geoffrey, The Incidence of the AAA processing tax on hogs, 
Jour. of Farm Econ. 17 (2): 333. 1935. 

* Black, J. D., Interregional competition in agricultural production, Res. in 
Farm Management, Social Sci. Res. Council, Bul. 13, New York, p. 95. 1932. 

7A discussion of the significance of the long-time demand concept in inter- 
regional competition studies is to be found in “‘Analysis of Interregional Competi- 
tion in Agriculture,” Bur. Agr. Econ., U.S.D.A., Washington, D.C., 1939. (Mim- 
eographed.) 

® Working, E. J., Indications of changes in the demand for agricultural prod- 
ucts, Jour. Farm Econ., 14 (2): 239-256. 1932. 
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normal demand curves,” and “long-time normal demand 
curves,” but only devotes one paragraph to the derivation 
of the latter. 

These are the more important references to the time- 
consuming character of shifts in consumption that have 
come to our attention. Despite this, however, it appears that 
their significance has been generally overlooked in practice. 
The Holy Grail of empirical research in this field has been to 
find ways and means of deriving “the”? demand curve and, 
having found it, to chart its course through time.® As the 
late Henry Schultz put it: “In any discussion of an economic 
policy for agriculture, as well as in many other problems, two 
questions which constantly and significantly present them- 
selves are: first, what is the shape of the demand curve for 
each of the more important farm goods, and, second, how do 
these curves shift their positions through time?’’® Within 
the limits of this frame of reference we find a considerable 
body of empirical research devoted to the problem of meas- 
uring the demand function. Two main types of methodology 
appear to have been evolved. One of these makes use of time 
series of prices and quantities taken. The other uses data 
on expenditures for various commodities by groups of fami- 
lies with different incomes. These two procedures are com- 
monly referred to as the time series and family budget 
methods for deriving demand curves. 

The time series studies represent attempts to disentangle 
by various statistical techniques the effects of those factors 
that vary over time. This includes shifts in demand, in 
supply, and in the general price level. If other influences can 


* The demand curve of theory is usually thought of as an instantaneous curve 
indicating what purchasers stand ready to take at specified prices. Discriminating 
workers have recognized that this is more appropriate for dealers’ demand in 
highly organized markets. For final consumers’ demand (and even for dealers’ de- 
mand in many practical problems) they prefer to speak of a rate of consumption 
(or purchasing) during some appropriate period such as a month, season, or year. 
This procedure avoids some of the difficulties in dealing with fluctuations in pur- 
chasing due to temporary price changes, which because of short-time storage 
facilities or the willingness temporarily to forego or step up consumption may intro- 
duce considerable day to day elasticity in demand. This departure from the in- 
stantaneous assumption, however, still leaves the demand curve essentially short- 
time in character as opposed to one reflecting consumption adjustments which may 
take several years. 

10 Schultz, Henry, The shifting demand for selected agricultural commodities, 
1875-1929. Jour. Farm Econ. 14 (2): 201. 1932. 
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be successfully eliminated, the shifts in the supply schedule 
furnish the basis for separate observations of different points 
on a short-time demand schedule. The final derived schedule 
represents a sort of average for the period, or it may be ac- 
companied by a supplementary statement concerning 
changes during the period. H. L. Moore, Henry Schultz, 
Mordecai Ezekiel, Holbrook Working, E. J. Working, and 
W. Leontief have contributed to the methodology for doing 
this." 

The family budget studies have usually dealt with single 
cross sections in time involving purchases by families at dif- 
ferent income levels. When data from such studies are used 
as the basis for deriving demand curves some rather dubious 
assumptions about the relationship between price and income 
changes are frequently made. These will be discussed later. 
It is important to note here that the family budget approach 
has usually been regarded as an alternative way of deriving 
the same type of demand curve that is sought in analyzing 
time series data. This is perhaps to be expected in view of the 
general failure to recognize the difference between long-time 
and short-time demand responses or at least to appreciate 
the importance of this difference. There are occasional state- 
ments in the literature dealing with family budget analyses 
that suggest that the thinking was in terms of long-time de- 
mand schedules. For example, Marschak says: “Es kann 
also mit dieser Methode nur der langfristige, endgiiltige 
Zusammenhang zwischen Mengen und Preisen ermittelt wer- 
den—eine Schwiiche dieser Methode und eine Stirke zu- 
gleich.””? (Thus, with this method only the final long-time 
relation between amounts and prices can be derived—a 
weakness of this method and at the same time its strength.) 


4 Moore, H. L., Economic cycles: Their law and cause, 1914. 

Schultz, Henry, The theory and measurement of demand, 1938. 

Ezekiel, Mordecai, Statistical analyses and the “laws” of price, Quar. Jour. 
Econ., pp. 199-227. 1928. 

Working, Holbrook, The statistical determination of demand curves, Quart. 
Jour. Econ., pp. 503-539. 1925. 

Working, E. J., What do statistical demand curves show?, Quart. Jour. Econ., 
pp. 212-227. 1927. 

Leontief, W., Ein Versuch zur statistischen Analyse von Angebot und Nachfrage, 
Weltwirtschaftliches Arch. 30, Heft 1, July 1929. 

 Marschak, Jakob, Elastizitat der Nachfrage, Beitriige zur Okonomischen 
Theorie, (2) (Tiibingen 1931), p. 43. See also footnote p. 55. 
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However, despite such references to the time factor no great 
importance seems to have been attached to it by Marschak 
or other workers. A. C. Pigou, Ragnar Frisch, René Roy, 
R. G. D. Allen, and A. L. Bowley are among the other more 
important contributors in this line of endeavor." 

Attention should perhaps be called to the fact that the 
family budget method has been used in attempts to derive 
demand schedules for groups of related commodities such 
as food, clothing and housing, or dairy products, meat and 
vegetables. Such analyses may be brought into relationship 
with Engel’s law relating to expenditures by income groups 
and Pareto’s law of income distribution. The time factor 
is still significant in this type of investigation but probably 
less so than when dealing with single commodities. 


The Nature of Consumer Adjustments to Price Changes 


It is now necessary to turn to an examination of the nature 
of consumer demand and how consumers react to changes in 
prices over varying periods of time. On the supply side it is 
quite generally recognized that certain adjustments to price 
changes can be made rather quickly, while others involving 
additions to or reductions in the durable capital structure 
require more time. Hence the full effect of a given price 
change does not appear immediately, or, in other words, 
adjustment to a given price is not completed unless the 
price remains in effect for some time. On the demand side 
the problem is not one of rearranging the productive factors 
but of readjusting consuming habits. 

One of the things which consumers strive for is variety. 
Instead of eating beef every day they like to alternate beef 
with pork, lamb, chicken, and perhaps fish; likewise with 
beans, carrots, peas, corn, and other vegetables. The same 
thing holds true with many types of wearing apparel. The 

13 Pigou, A. C., A method of determining the numerical value of elasticities 
of demand, The Econ. Jour., 20: 636-640. 1910. Reprinted in The Economics of 
Welfare, 1920, App. II. 

._ Frisch Ragnar, New methods of measuring marginal utility, Beitriige zur 


Okonomischen Theorie, No. 3 (Tiibingen 1932). 

Roy, René, La demande dans ses rapports avec la répartition des revenus, 
Metron, 8 (3): 101-153. 1930. 

Allen, R. G. D., and Bowley, A. L., Family expenditure, London, 1935. 

14 See for example: Thomsen, F. L., Agricultural prices, New York, 1936, pp. 
49-53. 
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various products in each such group have similar properties 
and hence satisfy similar needs. They are frequently spoken 
of as substitutes for one another. If their relative prices 
change, the proportions in which they will be used will 
change also. Such changes are reflected in the orthodox 
instantaneous demand curve. We should not, however, limit 
short-time responses to this type of substitution. Items which 
are quite unlike may also be substituted for one another in 
the family budget; for example, more movies may be seen 
and fewer books purchased. Even the dinner table may suffer 
at the expense of the new “popular” prices at the neighbor- 
hood theater. 

Turning to a slightly different type of response we may 
take milk as an example. A price decline may stimulate some 
increase in consumption immediately, but a further increase 
in consumption will involve the use of milk in new ways 
such as in cooked dishes not previously eaten, in new types 
of beverages, or even as a beverage by members of the house- 
hold who had not previously so used it. The greater part of 
such changes in consuming habits may come about only 
gradually over a considerable period. 

A type of adjustment requiring even more time is that 
which occurs when a price decline introduces the likelihood 
of the use of a product in income brackets where it was 
virtually unknown before. “Take the case of the electric 
refrigerator. In 1927, when the average model cost about 
$350, only 375,000 people bought refrigerators. But, when 
ten years later, improvements in design and manufacturing 
had brought the price down to $170, six times as many people 
bought them.’ Such an increase in use of refrigerators could 
hardly have come about immediately. Considerable time 
was required for housewives to become familiar with the 
advantages of the electric refrigerator after the price became 
low enough to make them prospective purchasers. The long- 
time adjustment to the present price may still be incomplete. 

Or in the agricultural field consider avocados as an ex- 
ample. Ten years ago they were in most parts of this country 
a luxury enjoyed only by the wealthier people. As production 
increased it became desirable to reach out into a wider 


” From a current advertisement, April 1939. 
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market area. By means of a combination of lower prices and 
considerable advertising this product became somewhat gen- 
erally known among members of the upper middle-income 
class. 

At this juncture the objection may be raised that this 
type of change in consumption is generally recognized as a 
shift in demand. In a sense it is a shift, but it is brought about 
in part at least by the price change or perhaps more correctly 
stated by the existence of the new price situation for a 
sufficient time. Or, to employ more technical language, the 
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utility function or indifference system of the individual is 
partly dependent upon previously existing price relationships 
and may be altered in the course of time as a result of chang- 
ing price relationships. The point to be emphasized here is 
that by treating all such changes in consuming habits as 
shifts in demand we fail to recognize or draw false conclu- 
sions concerning the effects of price changes as such. 


Graphic Illustrations 


The point at issue may be illustrated by demand curves 
drawn in the conventional style with which we assume the 
reader to be thoroughly conversant. Figure 1 shows a typical 
short-time curve of economic theory. It signifies that if prices 
were to vary between X and Z, consumers would take 
quantities varying between O and P, according to the exact 
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relationship described by the curve dd. In theory this is 
usually interpreted to mean that consumers would take the 
quantities indicated immediately after the prices came into 
effect. In practical applications this restriction is relaxed 
somewhat; for example, consumption during a period of a 
year may be related to the average price prevailing during 
that year. 

We are interested in periods which in the case of many 
commodities may be several years. Now if the price were to 
go to Z and remain for such a period or, more realistically 
perhaps, if it were to fluctuate about a central point Z, the 
quantity consumed might be expected to increase gradually 
beyond P as consumers became familiar with and made the 
necessary adjustments to this new price level. Likewise, if 
the price settled at or varied in the vicinity of X, similar 
effects would be observed, only in this case consumption 
would fall below O. The points reached in this way would 
fall on a long-time demand curve of greater elasticity which 
is represented in figure 2 by DD. In practice it would not 
usually be possible to move from point to point on DD as is 
done on dd even if considerably more time were allowed. 
Changes in consumers’ habits are not necessarily reversible, 
and consequently long-time demand curves may best be 
thought of as irreversible curves applying to a particular 
time, each point representing a resultant of a different price 
level during the appropriate preceding period. 

We might even construct a third diagram as in figure 3 
showing two additional short-time demand curves represent- 
ing short-time responses to price changes about each of the 
three different levels. It should be pointed out that these 
three short-time curves are not intended to represent suc- 
cessive stages in time in the process of a shift in demand. The 
differences between them represent only changes in consump- 
tion resulting from the existence of different price levels for 
a long enough period for time-consuming adjustments to be 
made. 


Significance of Normal or Long-time Demand 


The practical importance of such concepts as elasticity of 
demand has long been widely recognized. As a recent text 
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on agricultural prices states: ““The elasticity of demand for 
individual farm products and for farm products as a whole 
is very significant in connection with various economic prob- 
lems of agriculture. For example, if the production of a 
commodity having an inelastic demand is decreased, the 
total gross income to producers would be increased; while 
if the demand is elastic, reducing production would reduce 
the total gross income from the commodity, although prices 
would be higher. Similarly, the elasticity of demand is im- 
portant with respect to the effects of tariffs, export subsidies, 
and practically every other actual or proposed economic 
measure affecting agriculture.”’® 

The failure to distinguish between the elasticity of short- 
time and long-time demand, however, may easily lead to 
erroneous conclusions. Thus we find Geoffrey Shepherd stat- 
ing that most of the demand curves for agricultural products 
which have been empirically derived “‘are much less elastic 
at the lower end than at the upper,’”” and concluding from 
reasoning based on these conventionally derived demand 
curves that price discrimination would not pay. It is quite 
true that many of the empirical demand curves of statistical 
research appear to be of this character. But the conclusion 
does not follow unless the curves are of the type appropriate 
to the time period involved in the practice of discriminatory 
marketing. If the price discrimination is to be applied tem- 
porarily, as for one season—perhaps.'* If, on the other hand, 
the discrimination is to be permanent, as in the case of 
medical fees or public utility rates, for example, it does not 
in the least follow. The elasticity appropriate to most per- 
manent price discrimination is not the type of elasticity 
shown by a short-time curve. 

In studies of interregional competition it is particularly 
important to consider the more time-consuming adjustments 
of consumption to price changes and to reason in terms of the 
best possible estimates of long-time demand schedules. The 


16 Thomsen, F. L., op. cit., pp. 31-32. 

17 Shepherd, Geoffrey, Price discrimination for agricultural products, Jour. 
Farm Econ., 20 (4): 792-806. 1938. 

18 Further objections to Shepherd’s argument have been raised in recent dis- 


cussions, but the writers do not propose to concern themselves with their merits in 
this paper. 
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effect of thinking of interregional competition problems in 
terms of demand and supply schedules describing essentially 
short-time relationships is seriously to underestimate the 
responsiveness of both consumption and production to price 
changes. 

Short-time demand curves are extremely useful for prob- 
lems arising within a single year or so, but if continuing 
programs affecting the production and sale of farm products 
are to be planned and carried out successfully we must reason 
in terms of an elasticity of demand based on a longer-time de- 
mand curve. Short-time outlook statements confined chiefly 
to problems of marketing of this year’s and next year’s crops 
and livestock are necessarily concerned chiefly with short- 
time demand. But any long-time outlook must be couched 
in long-time terms if it is to be useful. We cannot adequately 
evaluate the possibilities for farmers to produce larger quan- 
tities of such products as fruits, vegetables, and dairy prod- 
ucts to be sold at lower than present prices and still make 
reasonable incomes, on the basis of supply and demand 
curves of the type now generally used in economic analyses. 

This reasoning applies with equal force throughout other 
fields of national policy. If we are to develop economic sys- 
tems of pricing for railroads and other public utilities, prices 
must be based on long-term elasticities of demand. The 
demand for medical and health services must be measured 
in a like fashion and so on throughout a broad range of 
public economic problems. 

It is also evident that the concept of normal demand has 
an important bearing on industrial price policy in general, 
even from the strictly private point of view. It is doubtful 
whether students of imperfect and monopolistic competition 
have fully recognized the significance of the time factor in 
business men’s decisions. 


Derivation of Normal or Long-time Demand Schedules 


It may be objected that there are no factual data from 
which long-time demand curves may be derived. This is 
perhaps true if we wish to cover a fairly wide price range, as is 
likely to be desirable. But this does not justify ignoring the 
existence of the time factor. By disregarding the time ele- 
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ment and using the demand schedules derived statistically 
in forecasting we are likely to be in error with respect to 
parts of the schedule and possibly all of it. Furthermore, 
there are a number of methods which are at least worthy of 
reexamination from the standpoint of their use in deriving 
normal demand schedules. 

The family budget method, by means of which the quanti- 
ties of a commodity consumed by families at different income 
levels are used to estimate the quantities that would be 
consumed with different prices, has already been mentioned. 
It has usually been assumed as a part of this method that the 
consumption of a family would be affected in somewhat the 
same way by a given increase in its income as by an equiva- 
lent saving brought about by a decrease in the price of the 
commodity in question, and that the consumption of a com- 
modity by a group of families after a given increase in their 
income may be predicted from the consumption of a group of 
families already at the higher income level. The first assump- 
tion is not really satisfactory since the change in price of a 
single commodity affects its relationship to other commodi- 
ties while an income change does not. Despite this difficulty 
it is possible that an estimate of the effects of the change in 
price relationships may be made with results which are better 
than those which we now have. If such an adjustment is 
not made the effect is to underestimate elasticity. In other 
words, a judgment or subjective step might be included in 
the methodology to overcome a difficulty over which those 
seeking an objective and logically valid solution have been 
struggling for a number of years. 

The result of a family budget analysis would tend to be a 
short-time schedule if incomes of the groups of people dealt 
with had been fluctuating as freely as the prices which appear 
in the usual time series. This is not likely to be the case, 
however, and if incomes have been sufficiently stable for 
judgments and habits to have taken definite form within 
each income group the procedure may be expected to yield 
something quite different. It is probable that within the 
limitations of the assumptions involved in the procedure the 
results come closer to approximating a long-time or normal 
demand schedule. The family budget procedure, therefore, 
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seems to offer one hopeful avenue of approach to the problem 
of deriving long-time demand schedules. If family budget 
data were collected over a series of years, it might be possible 
to derive a series of normal demand curves showing the trend 
of normal demand. 

Another approach might be to construct synthetic normal 
demand curves by building up consumer budgets by estimat- 
ing methods, as has been done in the case of farmers’ pro- 
duction budgets. This is closely allied to the procedure which 
home economists have been using for a number of years in 
classroom and extension teaching for assisting consumers in 
working out more rational allocations of their expenditures. 
The so-called method of “personal estimate’’’ is a variant 
of this approach in which consumers are asked to estimate 
what quantities they actually would purchase at each of 
several different prices for a given commodity. Because of the 
subjective elements in the synthetic budgeting approach, it 
is not very hopeful so far as final consumers’ demand is 
concerned. It may have more promise in the case of inter- 
mediate products where estimating becomes very much akin 
to the farm budgeting problem with the same possibilities 
and difficulties. 

A method for obtaining a rough measure of the elasticity 
of demand in the case of commodities with administered 
prices and with only infrequent price changes has been used 
by the French economist, René Roy.”° Briefly, this consists 
of fitting trend lines to historical data of quantities before 
and after a price change and considering the difference in 
level of the two trends as giving two points on a demand 
schedule. Applying this analysis to data for sales of postage 
stamps in France and gas for lighting purposes in Paris, Roy 
obtains coefficients of elasticity based on two points which 
probably lie approximately on a normal demand curve. Roy 
allows for a period of adjustment after each price change but 
apparently does not recognize the full significance of his 
findings from the point of view of the time factor. 

1° Gilboy, Elizabeth Waterman, Demand curves by personal estimate, The 
Quart. Jour. Econ., 46 (2): 376. 1932. 

* Roy, René, Etudes Econométriques, Les Lois de la Demande, pp. 82-105. 


— Sirey, Paris, 1935. This has been called to our attention by Frederick V. 
augh. 
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A possible method for deriving normal demand from geo- 
graphical comparisons has also been suggested to the writers 
by Frederick V. Waugh. If several areas can be discovered 
in which consumers with similar characteristics and incomes 
have been purchasing the same commodity at different price 
levels for a period of time, it may be possible to construct an 
approximation of a normal demand schedule. A study of 
milk marketing in Massachusetts by David Rozman” con- 
tains some empirical, although sketchy, evidence along this 
line for fluid milk in two similar Massachusetts cities in 
which different price policies were pursued during the de- 
pression years. The difficulties involved in the geographical 
approach are somewhat similar to those in the case of histori- 
cal time series. 

The geographical approach has significant possibilities in 
connection with the experimental method. If some public 
agency were in a position to establish several different price 
levels in a number of similar cities for a particular commodity 
and hold the prices for a sufficient period, a very good 
approximation of a normal demand schedule might be 
obtained. 

Finally, it should be said that the possibilities of obtaining 
an approximation of normal demand from time series are 
probably far from being exhausted, since no direct attack 
has been made from this point of view. It is quite possible 
that in a few instances statistically derived demand curves 
may more nearly approximate the normal demand curve 
than the short-time curve. This will only be possible, how- 
ever, if prices have actually covered the full price range on 
which interest is centered and have remained long enough 
in each general portion of the range for an adjustment to 
have occurred in consumption. 


Summary 


It has been pointed out that there is a gap in economic 
theory related to demand—that the demand function is not 
adequately covered by the conventional analysis in terms 
of short-time or instantaneous demand curves and their 


*1 Rozman, David, Secondary milk markets in Massachusetts in the period of 
falling prices, 1930-1932, Mass. Agr. Exp. Sta. Bul. 304. 1933. 
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shifts in position over time. A “‘normal” or long-time demand 
curve analogous to the more generally recognized long-time 
irreversible supply curve of orthodox theory may be helpful 
in filling this gap. 

The importance of this distinction between types of de- 
mand schedules lies in the fact that the use of a short-time 
curve in estimating consumers’ response to price changes 
underestimates the extent of the response when the new 
prices are to be in effect for a period of several years. This 
is important in the determination of price policies, tariff 
policies, and in fact with respect to nearly any economic 
measure affecting the volume of production. 

Possibilities of constructing such normal curves may lie 
in several directions. Family budget data for different income 
groups may offer one approach. A closely related type of 
analysis growing out of the same basic data is that of the 
synthetic budget method similar to that used in farm man- 
agement budget studies on the supply side. The method of 
personal estimate is another variant. Geographical compari- 
sons of similar groups of consumers as well as historical 
comparisons may have some possibilities. If experimental 
studies could be set up, the geographical approach might be 
very useful. In cases of products with administered prices 
and infrequent price changes, comparisons of the levels of 
consumption before and after the price changes may offer a 
convenient procedure, provided sufficient time has elapsed. 

Finally, even though first attempts to construct such 
schedules should prove unsuccessful, there is real point in 
recognizing that instantaneous demand curves are less elastic 
than those theoretical normal demand curves appropriate 
to a period of time of some length. 


THEORY OF THE FIRM AND FARM 
MANAGEMENT RESEARCH? 


T. W. 
Towa State College 


ARM management research which claims more per- 

sonnel and resources than any other branch of agricul- 
tural economics, seems to have reached an impasse. Wilcox? 
and others* have directed attention to phases of this situa- 
tion. The criticisms that are levied against farm management 
studies are usually: (1) the research results presumably do 
not provide a basis for guiding entrepreneurial decisions when 
economic change confronts the farmer, and (2) they afford 
no way of relating the actions taken within the farm to that 
of the economy as a whole. These are serious shortcomings 
and they are not easily exaggerated. The first of these de- 
ficiencies covers those decisions which are probably among 
the most important to a profitable operation of a farm. The 
second criticism is one that is frequently made, especially in 
recent years. It has its roots in the fact that those persons 
(often drawn out of the farm management field) who are 
responsible for formulating economic policy pertaining to 


agriculture have not found the data growing out of farm 
management studies of much value in getting at regional 
and national problems of agriculture. It has not been possible 
to go from farm management data about specific farms as 
reported in typical pamphlets and studies, to issues of 
policy.* 


1 This paper has benefited from the pointed criticism of several of my colleagues, 
W. W. Wilcox, J. A. Hopkins, L. G. Allbaugh, C. M. Elkinton, G. Tintner and 
A. G. Hart, each has contributed in certain aspects to the paper. None of course is 
responsible for the notions as I have seen fit to present them. 

Journal Paper No. J658 of the Iowa Agricultural Experiment Station, Ames, 
Iowa. Project No. 383. 

? In this Journa, Wilcox, W. W. Types of farming research and farm manage- 
ment. 20: 417-429. 1938. 

3 See Johnson, Sherman, this Journau, Adapting farm management research to 
new opportunities. 21: 98-106. 1939. 

* It may be argued that there is no good reason why farm management research 
should contribute to issues of “Political Economy,” the overall economic problems of 
agriculture, since farm management is by its nature a microscopic analysis designed 
to understand what happens within the farm. Much may be said about the probable 
comparative usefulness of approaching the problems of “‘policy” (a) by the micro- 
scopic route in which the farm is taken as the basic and the smallest action agency in 
agricultural production and (b) by macroscopic procedures, for instance, an ex- 
amination of the (mass) production behavior of whole agricultural regions or of all 
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I. Background 


To begin with, I propose to examine briefly certain of the 
analytical roots of present farm management studies. This 
background is helpful in obtaining perspective on what is 
now being done in our Land Grant Colleges and in the BAE 
in its farm management work. 

We have had, broadly, two types of farm management 
studies, those which have been directed toward a better 
understanding of the technological problem and those deal- 
ing with certain economic aspects. These two types often 
have been mixed with no clear understanding of the relation- 
ship which one of necessity bears to the other. In others the 
physical and economic have been combined with reciprocal 
benefits to each. The second type received its economic 
orientation from Taylor® (1905), Carver® (1911) and other 
early writers who saw the importance of the principle of 
diminishing returns as a tool.’ For their basic postulates they 
drew upon West, Malthus and Ricardo.® 

The progress that was made following Taylor (1905) was 
not in that new principles were established, but rather in 


the farms producing a particular commodity. Most of the “data’’ entering into 
policy analysis have been of the latter sort. There are a number of reasons, however, 
for believing that a more rigorous analytical procedure is possible by studying the 
problems of policy through the production operations of the individual farm. This 
does not preclude the macroscopic techniques but it does create a presumption for 
trying to get at policy issues through farm management studies designed for that 


urpose. 

° Taylor, H. C., Agricultural economics, 1905. 

§ Carver, Thomas Nixon, Principles of rural economics, 1911. 

7H. C. Taylor’s review of Carver’s book in the American Economic Review, 
Sept. 1912, pp. 620-624 provides an excellent summary of the use of these tools. 
Taylor anticipates the shortcomings of the static presuppositions as applied in the 
analytical scheme presented by Carver. 

® It is to the distinct credit of these pioneers in agricultural economics that they 
saw the distinction between the problem of combining resources in a static situation 
and that involved in the classical notion which Marshall had in mind when he wrote, 
“... Whatever may be the future developments of the arts of agriculture, a con- 
tinued increase in the application of capital and labour to land must ultimately 
result in a diminution of the extra produce which can be obtained by a given extra 
amount of capital and labour.”’ Marshall, Principles, Book IV, Chap. III., Sec. 1. 
In this Marshall insisted on retaining diminishing returns as a secular prophecy 
and as such he felt it had little in common with the technical problem of trans- 
forming resources into products as of a given time. At another point Marshall 
observes that “when the older economists spoke of the Law of Diminishing Re- 
turn they were looking at the problems of agriculture... of the nation as a 
whole”. They . . . “rightly insisted that, from a social point of view, land is not on 
exactly the same footing as those other implements of production . . . ” Book IV, 
Chap. III, Sec. 8; See also my article in this JourNaL, 14: 640-649, 1932. Diminish- 
ing returns in view of progress in agricultural production. 


572 T. W. Scuvuttz 


perceiving more accurately the way in which they apply. 
Subsequent extensions paved the way for better empirical 
studies and as a consequence it became possible to put to 
test and verify certain basic production hypotheses.° 

Spillman, Holmes, Tolley and Peterson and particularly 
J. D. Black in his book on Production Economics have 
contributed to this advance. Like the benzine ring to the 
chemist and Mendel’s scheme of hereditary transmission to 
the geneticist, the input-output technique has become ele- 
mentary apparatus to the economist working in production. 
It is somewhat a matter of taste what terminology is fol- 
lowed. Covering the physical phase one is privileged to 
choose from among Diminishing Returns,!° Diminishing 
Physical Output," Variable Proportions,” and others. 

On the economic side, farm management has sought to 
determine the least cost and highest profit combinations. A 
good deal of intricate technique has been evolved again, 
chiefly by J. D. Black, to handle the elements of this phase. 
It, however, has not been as useful in research as was ex- 
pected when the particular techniques were first made avail- 
able. The quest for input-output constants for example, has 
been far from fruitful. As I shall show later the approach is 
inherently unrealistic. 

The main limitations of these techniques can be traced 
back to gaps in the theoretical apparatus of formal econom- 
ics. It is only in contemporary literature that the properties 
and behavior of the business unit or firm have come to claim 
the attention of the theorists. The contribution that has 
resulted from their work consequently was not at hand. As 
recently as 1933 Professor Knight wrote, “The relation be- 
tween efficiency and size of firm is one of the most serious 
problems of theory, being, in contrast with the relation for a 
plant, largely a matter of personality and historical accident 
rather than of intelligible general principles.” 


* A good example of this type of study is that by H. R. Tolley, J. D. Black and 
B. M. Ezekiel, Input as related to output in farm organization. U.S.D.A. Bul. 1277. 

10 See Knight, Frank H., Risk, uncertainty and profits, pp. 98-104. 

1 Black, John D., Production economics, pp. 275-305. . 

2 Cassels, John M., On the law of variable proportions in explorations in 
economics, pp. 223-236. 

13 From the preface to the re-issue of Professor Knight’s, Risk, uncertainty and 
profit, p. xxi. 1933. 
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In taking up the economics of the firm it is convenient to 
keep in mind both the technical and economic conditions 
that have become associated with the analysis of production 
in (a) a single resource transformed into a single product 
(b) multiple resources transformed into multiple products 
with technical complementarity and substitution present, 
(c) the enterprise and the plant (d) the firm and (e) the 
industry. In this paper I will consider only the analytical 
tools appropriate to understand the actions of the firm. 


II. Firm a Planning and Administrative Unit Necessitated 
by Dynamic Conditions 

My next task therefore will be to take up the theory of the 
firm.'* In this I shall follow primarily Kaldor,” Hicks’ and 
Hart.” 

Let us see what it is that the firm does do in our economic 
system. Specifically what property does the firm possess that 
brings it into existence and what function does it perform 
that makes the firm necessary to production? Why isn’t 
production in agriculture, as well as elsewhere, carried on 
without firms? As Kaldor has shown, the answer is to be 


found in the fact that the firm has its origin in dynamic'® 
conditions. 

In an economy where change is taking place production 
must be adjusted and coordinated in response to the chang- 


4“ The concept of the firm is the business unit. In farm management it means 
the farm. The term farm therefore may be substituted whenever I use the word 
firm in the remainder of the paper. 

4 Kaldor, N., The equilibrium of the firm, The Econ. Jour., 44: 60-67. 1934. 
Kaldor demonstrates that the firm would disappear under static equilibrium condi- 
tions. With the disappearance of the firm competition in production would also of 
necessity be gone, hence the assumptions of perfect competition in production and 
static equilibrium are incompatible assumptions. Yet in spite of this incompati- 
bility our studies of what the firm is doing in reality has been approached by an 
analytical technique based on both of these two fundamental conditions. 

© Hicks, J. R., Value and capital (especially Chaps. VI and VII), (1939). Also 
Ishould mention Robinson, Joan, Euler’s theorem and the problem of distribution, 
Econ. Jour., 44 (1934), and her book, The economics and imperfect competition; 
Robinson, E. A. G., The structure of competitive society (1932), and Robinson, 
Austin, The problem of management and the size of firms, Econ. Jour., 44 (1934); 
Coase, R. H., The nature of the firm, Economica, 4, n.s. (1937); Meade, J. E., 
Economic analysis and policy, pp. 128-129, 154-164, 177-178 (1936). 

Hart, Albert Gailord, Anticipation, business planning and the cycle, Quart. 
Jour. Econ. 51 (1937). 

_ 18 By “dynamic” we simply mean that changes which takes place over time are 
introduced and the dating of the events becomes necessary. 
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ing conditions. It is the function of the firm to do this task. 
If the pending change involves in addition an element of 
uncertainty, which is usually the case, the firm also assumes 
the additional function of uncertainty bearing. 

In the real world the production processes of the firm are 
being altered continuously. Routine procedure will not suf- 
fice. Change born out of dynamic circumstances, is ever 
present. Adjustments are called for. It is the entrepreneur 
who decides what must be done. The decisions of the 
entrepreneur are carried out within the framework of the 
firm. Two interrelated decisions must be made, (a) the 
amount of adjustment that is necessary, (b) the method for 
making the adjustment;!* that is, what to do and how to do 
it. 

It is these adjustments of the firm that give us the key to 
what we need to look for in our farm management research. 
To understand the basic nature of these adjustments is to 
know what is fundamental to the entrepreneurial problem 
in farming. Since the existence of the firm of necessity 
arises out of and is dependent upon dynamic conditions, it 
would appear that both the size of the firm and the success 
of the firm must be determined within a framework that 
allows for “time” and “change.’° The following generaliza- 
tions are implicit in this approach to the individual firm: 


1. The firm becomes both a planning and an administra- 
tive unit. In it, plans are made and carried through 
adjusting the operation of the firm to expected changes 
in prices and to expected changes in the technological 
properties of resources. 


. The size of the firm becomes a function of how little or 
how much change is taking place and consequently the 
greater the stability of the economic phenomena im- 


1° Kaldor op. cit. “For the function which lends uniqueness and determinateness 
to the firm—the ability to adjust, to co-ordinate—is an essentially dynamic func- 
tion; it is only required so long as adjustments are required; and the extent to 
which it is required . . . depends on the frequency and the magnitude of the adjust- 
ments to be undertaken. It is essentially a feature not of ‘equilibrium’ but of 
‘disequilibrium’;” p. 70. 

20 Albert Mighell working from the empirical side saw that managing a farm 
was primarily a dynamic function. See his study, Why prosperity favors the large 
farm and depression favors the small farm. Agric. Ec. Sec. Iowa Agric. Exp. Sta. 
(mimeographed). February 1933. 
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pinging upon the firm the larger we would expect the 
firm to become.” 

3. The criterion that measures entrepreneurial success is to 
be found in adjustments which may be looked upon as 
consisting of two interrelated parts: (a) correctly antici- 
pating the type of adjustments that are needed, and 
(b) the best way or method for making the adjustment. 

A brief example of what would happen to the firm under 

static or even under stationary conditions, will make clear 
that the firm is not necessary unless there is change. Suppose 
that we were gradually to attain a stationary” state of affairs 
in corn-hog farming. Crops of corn and all substitutes would 
be forthcoming as a steady and continuous supply. Each 
year the amount available would be the same. We might 
still have good and bad weather but the amount of drouth 
and flood, hail and storm, frost and heat, rain and sunshine 
would be precisely the same each year. The task of farming 
would be further simplified with no new weeds or diseases 
to combat, no additional soil losses to offset, no new hybrid 
seeds or machinery to upset production. This would be the 
poet’s idyllic dream! Market outlet also would be constant. 
The demand for bacon, lard and pork would remain un- 
changed. Hog prices would always be steady and transform- 
ing corn into hogs would always bring forth the same 
product. Nor would the age and competence of the farmer 
and that of his family change! In such a stationary state 
what indeed would there be left for the farmer to decide? 
Wouldn’t his task be virtually decisionless? He would merely 
repeat what he had done previously. Management would 
become routine supervision. This, however, is remote from 
the production realities as they are experienced by farmers. 
The import of all this is significant to an understanding of 


*t Kaldor. op. cit. “In relatively ‘quiet’ times, i.e. in times when tastes and the 

rate of saving are steady, technical innovations rare and changes in the popula- 
tion small, we may expect actual size of ‘representative firms’ to expand.” p. 
74-75. However, there are certain kinds of risk which can be handled best by 
consolidation. Where this is true the firm may be forced to expand in order to 
minimize such risk. See Knight: Risk, uncertainty and profits. 
. ™I elect for the example, the stationary state because it is less exacting in 
its presuppositions. It permits some dating of economic events and accordingly 
introduces certain dynamic aspects, that is, it permits periodicity in production 
and in consumption, the requirement being that the changes be of a regular and 
reoccurring kind and follow an exact and known pattern. 
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the primary function of the firm. In a word, it means that 
if you decrease the number and magnitude of dynamic 
changes you expand the potential scale and scope of the 
firm. Remove dynamic changes and you will have taken 
away the need for the most significant production decisions. 
Without dynamic changes the size of the firm becomes a 
meaningless concept” for the firm would disappear as a 
planning and administrative unit in production. All that 
would be needed would be technical plants each carrying on 
production according to the pattern of the past, repeating 
and re-repeating what they had done before. 

We conclude that what we know as the firm is the product 
of dynamic conditions and it must be examined in terms of a 
dynamic setting. We will therefore proceed into an economy 
in which there is change and disequilibrium. We will look 
upon the firm like the biologist does upon the cell. We will 
make it our smallest basic action unit in studying production. 


III. Firm Makes Plans and Acts 


My next step will be to examine the structure of the firm 
as an action agency. My purpose will be to point out some of 
the more fundamental rules which underlie the trial and 
error procedure which are followed by the entrepreneur as 
he seeks to keep his firm in equilibrium as the operations of 
the firm are adjusted to the changes which arise. The analysis 
will be given in two parts. In this paper I propose to show 
how the firm plans its production when adjusting to changes 
where expectations are definite and precise. In a subsequent 
paper I will examine the production adjustments of the firm 
when in addition the entrepreneur is faced with risk and 
uncertainty, i.e.,24 when either or both the nature and mag- 
nitude of the change are not fully known to the entrepreneur. 

First then, let us take up those principles of analysis that 
apply when change has occurred or is anticipated with the 
proviso that there is no uncertainty as to the nature of the 

3 Kaldor op. cit. “ . . . in a full long-period equilibrium (in Marshall’s stationary 
state) the task of management is reduced to pure ‘supervision,’ ‘co-ordinating 
ability’ becomes a free good and technically optimum size of the individual firm 
becomes infinite (or indeterminate).” Pp. 70-71. In an interesting article, Hillman, 
H. C. Size of the firm in the boot and shoe industry, p. 292, the Econ. Jour., June, 
1939, shows how fashion production of shoes complicates the managerial task and 
thus limits the size of firm. 


% T have in mind at this stage the distinction between risk and uncertainty drawn 
by Professor Knight in Risk uncertainty and profits. 
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change. With this step it becomes necessary to time both 
the inputs and outputs. Each production operation of the 
firm must be dated. This dating of the component parts of 
the stream of outputs and of inputs therefore introduces the 
element of time as a specific variable into the scheme of 
analysis.” The research technique required in farm manage- 
mane to cope with the dating phase of the problem is quite 
drastically different from that which has been available to 
us from static analysis.” 

It will be possible, however, in such a scheme to use much 
of the apparatus that has been developed for handling the 
static problem of combining resources. 

To facilitate our analysis it is necessary to introduce three 
methodological devices, namely (a) price and technical ex- 
pectations,”’ (b) the production plan, and (c) the time span 
of the production plan. 

It is through price and technical expectations, that changes 
in taste, techniques and resources are transmitted to the firm. 
These expectations, accordingly, act as a barometer of all 
of the economic changes which impinge upon the actions of 
the firm from without. The farmer as entrepreneur must do 
two things. He must formulate the price and technical rates 
that he expects. He must then develop a production plan 
based on his expectations which will give him an optimum 
use of his resources. Expectations cover the first and the 
plan covers the second. 

The more difficult and also the more important of these 
two categories of decisions, both to farmers and other entre- 
preneurs, is the formulation of expectations. For this reason 
should not research in farm management give major atten- 
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% Hicks, J. R. Value and capital, chap. 9, page 115. Hicks’ method of analysis 
which we shall follow quite closely is to call Economic Dynamics those parts of 
economic theory where every quantity must be dated. R. F. Harrod in his review 
of Hicks’ book suggests a definition for dynamics along lines of its analogy with 
mechanics. June, 1939, Economic Journal, pp. 294-300. 

* I do not want to infer that attempts are not being made in farm management 
studies to date the events involved in production. In fact the basic assumption 
underlying all of the outlook work in agriculture is precisely that of timing produc- 
tion. However in spite of over a decade of outlook programs carried out by exten- 
sion economists the research economist (often the same individual on a given 
campus) has not oriented his farm management research to provide a research 
basis for determining how farmers may time their production operations better. 

*” By technical expectations we shall mean the expected outputs from given in- 
puts. These are never given data to the farmer. Nor are they constant. We shall 
refer to these input-output rates as technical rates. 
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tion to this phase? Inasmuch as there is in reality a consider- 
able element of risk and uncertainty in whatever expecta- 
tions are formulated, we will defer the discussion of the 
method of arriving at such expectations until later. We will 
assume at this stage in our analysis that the farmer has made 
up his mind as to what prices to expect, both for the products 
which his firm is in a position to produce and the resources 
which his firm buys, and also, what technical output to ex- 
pect from the resources available to his firm. With this infor- 
mation it is possible to provide a rigorous analytical solution 
which will give the best use of his resources. 

As a matter of experience we know that farmers do work 
out in their minds fairly definite production plans. The time 
span of such plans is determined (1) by technical conditions, 
and (2) by the period of time that it is expected will elapse 
before subsequent changes are likely to occur which will 
necessitate altering the production plan.”* To illustrate the 
notion of technical limitations, it takes longer to produce 
beef cattle than it does chickens, longer to grow timber than 
it does corn. Investment in drainage calls for a longer time 
span than does money spent for fertilizer. Surprisingly little 
is known about the technical time effect of the various re- 
sources employed in farming. How much leeway does the 
farmer have in shortening the time span of his plans? This 
type of flexibility becomes extremely important as uncer- 
tainty increases. I will show later that the greater the un- 
certainty, the more nearly one must approach a state of 
planlesness, for uncertainty places a premium upon a short 
time span or flexibility in production. 

I return, however, to the selection of the particular pro- 
duction plan from the alternative plans which are open to 
the farmer. We assume that his expectations are definite and 

28 Tinbergen has introduced the notion of an economic horizon. This notion as 
he uses it seems quite appropriate for the general expectancy complex that impinges 
upon the entrepreneur on the bases of which he formulates the probable expecta- 
tions and thus it has a direct bearing on the time span. Tinbergen’s horizon, how- 
ever, is not equivalent with the time span that I have introduced. The economic 
horizon may be shorter than the length of the time span required by technical 
circumstances to produce a given product and while no new firms would enter an 
industry at such a time the going firms already in that industry must make plans 
conditioned by the technical characteristics of the resources that they are bound 


up with. See J. Tinbergen, The notion of horizon and expectancy in dynamic eco- 
nomics. Econometrica, 1: 247-264. 
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precise and that he has determined upon a time span for 
which the plan will be operative.?° 

The highest profit combination is not difficult to under- 
stand in statics, but a production plan which runs a year or 
for any given time span is seldom made up of a single surplus, 
but, instead, it is made up of a stream of surpluses. Milk is 
sold each day; eggs at least once a week; and hogs several 
times a year. We may, accordingly, generalize and say that 
the production plan which the farmer develops and follows 
is made up of a stream of inputs and a stream of outputs, 
and that it is his aim to maximize the resulting stream of 
surpluses. It therefore becomes necessary to measure which 
of several streams of surpluses, resulting from alternative 
plans, is the greatest. For if it is not possible to measure 
alternative streams of surpluses, it would not be possible 
for the farmer to determine which production plan available 
to him is the best. The first approximation that suggests 
itself would be to compare the estimated total value of all 
of the surplus items in each stream. This procedure, however, 
over-values those surplus items that appear late in the stream 
relative to those that become available early. Quite aside 
from the element of risk, a surplus item that is available to 
the farmer this month is more valuable to him than the same 
surplus item a year hence; the difference being the discounted 
value of the later item. The basic criterion, therefore, for 
measuring whether one stream of surpluses is greater than 
an alternative stream, is its capitalized value. Each produc- 
tion plan that the farmer may undertake has at the time 
that he undertakes it, an estimated capitalized value. The 


*® What I have elected to call the time span of the farmer’s production plan is 
not identical with Marshall’s particular Day nor with Hicks’ Week. Hicks defines 
his Week as a period of time during which variations in prices can be neglected. 
He subsequently uses that as a uniform period in the sense that he examines the 
general equilibrium results when all producers and all consumers proceed to make 
their plans as the market opens on Monday morning. Our concept does not require 
that each producer’s plan be synchronized in such a way that each be remade on a 
given day. We would prefer to leave the concept essentially open and let the actual 
facts as we find them determine what length we are to ascribe to this span. It is 
strictly a question of fact whether a particular producer’s plan is long or short. We 
will find that within each farm there will be running along simultaneously as parts 
of a master plan subordinate enterprise plans of various lengths. How long and how 
flexible they are are questions for empirical observation to decide. The scheme of 
analysis that is herein presented permits the handling of the plans regardless of 
their length or complexity. 
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farmer will prefer that particular production plan whose 
present capitalized value is the greatest.*° 

One further comment on the alternative plans from which 
the farmer may select. The various plans available to him 
differ in that each requires a different series of adjustments 
of production within the farm. At the time the plan is made 
the farmer has at his disposal a bundle of resources made up 
of raw materials, products partly finished, other products 
finished but not yet sold, an equipped plant and experience. 
He has, in fact, a going concern, producing (say) milk and 
cattle, using concentrates, roughages, sheds, and other capi- 
tal equipment and fairly expert family labor. If his price 
expectations have changed it is necessary for him to de- 
velop a new production plan. Let us assume that his ex- 
pectations are that cattle prices will rule higher relative to 
milk prices than they have in the past and that roughage 
prices will decline relative to feed concentrates. With this 
situation he may, in developing his plans, do one of three 
things: (1) substitute the output of one product for another 
—plan to produce less milk and more beef; or (2) substitute 
one of the inputs for another—use less concentrates and more 
roughage; or (3) increase or decrease one of the inputs and 
one of the outputs at the same time—feed more roughage 
and produce more beef, feed less concentrates and produce 
less milk. These combinations will be recognized as being 
the same as those that apply to determining the highest 
profit combination under static conditions. 

The technique involved, however, differs in this important 
respect. Each item in the stream of outputs must be treated 
as a different product, that is, beef cattle sold this month 
are treated as a different product from those sold next 
month. Similarly, inputs of different dates must be treated 
as different resources although each input unit may be ex- 
actly the same physical amount. Furthermore, as already 
indicated, actual prices are not used. We take instead ex- 

30 The idea goes back to the work of I. Fisher. For a full and lucid exposition see 
Hicks’, Value and capital, Chap. 15. Hicks also takes up the influence of interest 
expectations. In a more comprehensive analysis of production and consumption 
this is necessary, however, in farm management research it is likely that the effect 
of interest changes upon farmer’s production plans is unimportant. The interest 
rates which farmers expect are nearly always the current rates, that is, the farmers 
expect the current rates to continue during the time span of the plan. Where long 


term commitments are made, risk overshadows prospective change in interest rates 
rather completely. 
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pected prices and because a time span is involved we must 
use the discounted values of the expected prices. 

How much worthwhile accuracy is gained by using the 
discounted values of expected prices is, of course, directly 
dependent upon the length of the time span and upon the 
distribution of the stream of inputs and outputs. The longer 
the plan and the more of the inputs that come early in the 
plan to be transformed into outputs to be sold late or at the 
end of the plan the more important becomes the discounting 
feature of expected prices. 
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Undoubtedly of more practical significance is the distribu- 
tion over time of the items of inputs and outputs. To illus- 
trate, if the price of milk is expected to be at its best level 
in a given month, how may a farmer adjust his daily opera- 
tions to this type of price expectation? He may substitute 
earlier outputs (products) for added milk production in the 
month of high prices. This may be done by timing the fresh- 
ening of the cows and building their physical fitness looking 
towards maximum production in the high price month. Dur- 
ing the month he may force production somewhat at the 
expense of subsequent outputs. The accumulation of stocks 
of milk is, of course, technically impossible. The shape of 
the output curve in this case might well look as figure 1. 
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Empirical studies will be necessary to give content and 
concreteness to the abstract outlines of what the producer’s 
plans consist. The production plan becomes an analytical 
tool. It makes it possible for those in farm management work 
to come into closer grips with the realities of the farm. It is 
an instrument of considerable promise. It will, however, 
require much painstaking investigation to determine types 
of input-output streams; to find out how the determinates 
of the time span operate; and to discover the range of choice 
open to the farmer in making plans when he must date the 
resources to be acquired, operations to be performed and 
products to be sold. 

The economist who seeks to understand the over-all pro- 
duction actions of producers in agriculture will address 
himself to the query, what do farmers plan to produce with 
given price and technical expectations and how do the results 
square with the plans with which they started? The price 
response studies have been an attempt to measure one phase 
of this group action. The economist who is trying to increase 
the internal operating efficiency of the firm will want to 
examine the production plan in order to measure how far it 
falls short of being the best possible plan that was open to 
the farmer in view of the price and technical expectations 
from which he started.* Farm management studies in this 
area should increasingly provide rules which will make more 
effective the essentially trial and error procedure by which 
farmers try to maximize the capitalized value of the stream 
of surpluses for the time span of the plan. 

A digression appears warranted in order to make a further 
observation on empirical studies. It would seem that re- 
gardless of the objective and technique with which farm 


31 Equally and probably more important (as noted by Elkinton) is to help the 
farmer arrive at more rational expectations before he has allocated or reallocated 
his stream of assets into the form of more or less fixed resources. Once his assets 
are committed the original expectations are only of secondary importance for the 
problem at a later date becomes one of how much can he salvage in view of his first 
errors. This brings in the whole problem of risk and uncertainty which we are leaving 
for another time. 

% See John M. Clark’s essay, “The relation between statics and dynamics,” in 
Economic Essays in honor of John B. Clark, p. 56. “Since intelligent choosing is so 
largely a matter of ‘trial and error,’ it is important to ask how the errors operate, 
how they correct themselves (if they do so) and what happens if they do not.” 
Mighell’s study already referred to (see footnote 18) is of this type. Mighell was 
pioneering a new field. The necessary theoretical formulation of the economic prob- 
lem was not available to him. 
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management studies are started the worker all too often lets 
himself become hopelessly snarled or immersed in accounting 
and technological details. Fundamentals are forgotten, moor- 
ings are snapped and a purposeless drift sets in. Again and 
again, columns upon columns of figures are collected which 
do not have any significant bearing to the economic problems 
of agriculture either within or outside of the firm. 

A nice practical question, which deserves much more 
thought than it has received, presents itself. How worth- 
while is it to try and determine physical input-output “‘con- 
stants’? A good deal of effort is now going into this sort of 
thing. There are, however, I am convinced, a number of rea- 
sons for believing that it is a poor use of resources for agricul- 
tural economists to try to work up these constants. I would 
point out: (1) These sought-for rates of transformation are 
basically questions of technology.* (2) In agriculture both 
the resource that is used and product that is produced are al- 
most without exception complex units highly variable in their 
composition. For example, take cows and acres of pasture and 
determine the rate of transforming grass into milk. An acre 
of pasture is a composite of literally a multitude of variables, 
likewise the cow. Accordingly how worthwhile is it to at- 
tempt to determine agricultural production functions since 
there is virtually an endless number of input-output rates, 
not only for cows and pastures, but for virtually all re- 
sources? (3) When the units of input and output have been 
refined and classified into essentially homogeneous categories 
they have little or no relevancy to the kind of transformation 
that goes on in farming. Presumably when the agricultural 
technologist gets down to cells, atoms and substances there 
is enough stability of behavior to warrant speaking of “‘con- 
stants.”” Yet when this stage is reached the technologist has 
abstracted away nearly all that is significant to the farmer 
in combining his resources. (4) The controlled conditions 
associated with agricultural experimentation do not have a 
counterpart in most phases of farming. The findings which 
the chemist has worked out in his laboratory are usually 


_ ® Technological research is primarily in the province of the production specialist 
in our Land Grant colleges. They, however, have not addressed themselves to that 
technology found on farms and thus there is an important gap in the information 
in this area. But rather than using our resources to obtain this information the task 
should be shifted to the production departments thus saving our resources for more 
strictly economic studies. 
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tried out and adapted to practical industrial conditions in 
pilot plants. The engineer may often go directly from his 
experiments to factory conditions. The reason is simply that 
in much of industry many more important variables are 
subject to control than in farming. In this respect a cement 
plant or steel mill differs radically from a farm producing 
crops and livestock where weather and disease play an 
important part. (5) To search far and wide for universal 
input-output constants (average unit requirements) for agri- 
culture is to repeat the legend of the alchemist who sought 
the formula to convert baser metals into gold. I see no reason 
for presuming that such constants exist in reality. The rates 
of transformation in most of agriculture are about as variable 
and changeable as prices. Input-output rates change from 
year to year—given a cold spring and the number of pigs 
saved drops; with a dry August corn yields are cut. These 
rates vary widely within the year—sows farrowed in Febru- 
ary save fewer pigs than those that farrow in June. Again 
there is much difference from region to region and between 
farms in the same area. With technology constantly chang- 
ing, with many significant conditions that effect these rates 
not subject to the control of the farmer and with a great 
area of imperfect knowledge as to what his action in combin- 
ing resources will produce, it would be about as meaningful 
to presuppose that farmers deal with constant prices (if we 
only could discover the formula!) as it is to presume that 
they somehow must be dealing with a set of constant input- 
output rates. 

This digression therefore brings us back to expectations. 
We have argued that in the technological and resource sphere 
the input-output rates that the farmer is dealing with are 
also subject to much change. The output that he will realize 
from his inputs is not given. It follows that what is important 
on the physical side in farming is not what input-output 
rates are possible under controlled laboratory conditions but 
what technical rates are possible in practice and which the 
farmer expects. It is the latter that enter into his decisions 
and plans. It is these that must be ascertained if we are to 
predict the actions of farmers. These expected technical 
rates, however, will probably vary significantly from farm 
to farm within any given area or type. 
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1V. Introduction to the Nature of Expectations to the Firm 


It was convenient in working through the analysis of the 
production plan, giving effect to changes that were impinging 
upon the firm to leave until now the important problem of 
the nature of price and technical expectations. Another 
reason for following this order of presentation arises from 
the fact that there are many unsettled theoretical issues; 
hence accepted theory does not provide us with a scheme of 
analysis. In the previous section we drew heavily upon Hicks. 
His handling of production analysis of the firm under given 
dynamic conditions is an important step closer to the produc- 
tion process of the real world compared to the analytical 
techniques provided by the more strictly static frame of 
references. It will be necessary, however, to take still another 
step in the direction of reality. Common knowledge suggests 
that we need to relax the assumption of perfect expectations. 
We known that the prices and outputs which farmers expect 
are at best probable, very often nothing more than guesses, 
and sometimes even only hunches. Economic theory, how- 
ever, isnot able to give us much help. Quite the contrary, it 
would seem that empirical studies will have to be made in 
this area to guide the development of useful theoretical ap- 
proaches. 

The price and output that is realized by the firm is usually 
something different from what was expected. The divergence 
between expectations and realizations is a highly important 
matter from a practical point of view. Presumably it will 
also be significant to theory once we have succeeded in 
providing a systematic scheme for treating them. These 
divergences are mistakes which the firm made, because ex- 
pectations on which production plans were based were wrong. 
They are evidence of resources badly allocated, wrong in- 
vestments having been made, certain enterprises over-ex- 
tended and others not given enough support. The result of 
all this is that there occurs a loss to the farmer and a waste 
of resources generally. Society is poorer because of these 
mistakes. They represent a non-economic use of the nation’s 
resources. 

One is prone to ask why it is that farm management has 
quite completely neglected this important area of waste. 
For a farmer to have diverted too much of his resources into 
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hogs and not enough into cattle because he expected hog 
prices to rule higher relative to cattle prices than they turned 
out to do, is as clearly an example of wasted resources as if 
he drove the tractor the long way home from the field or 
tried to feed more roughage to (say) his hogs and chickens 
then they were technically able to digest. Yet relatively little 
has been done in farm management to try to show how it 
might be possible to reduce this divergence between ex- 
pectations and realizations, in spite of the fact that the gap 
between them is a positive measure of what is probably the 
most important source of inefficiency and waste in present- 
day farming.** Moreover, one may safely predict that no one 
would welcome assistance and guidance on how to lessen 
these divergencies as much as the farmer, for he is quite 
aware that his most costly mistakes can usually be traced 
back to faulty expectations. If expectations were perfect 
I am sure most would agree that the chief economic problem 
of the firm and the farmer as entrepreneur would disappear.” 

It is in the imperfections of expectations that we come into 
contact with the more important real production problems 
and also the more difficult analytical problems of economics. 
This paper has been in a sense preliminary to an examination 
of the nature of expectations. We have found the firm to be 
an action and planning agency originating out of dynamic 
circumstances. We have given a methodological basis for 
analyzing the actions of the firm when definite and precise 
expectations are assumed. We have noted, what is common 
knowledge, that the prices and technical rates which are real- 
ized are seldom those that were expected. This divergency 
between expectations and realizations represents waste, an 
uneconomic use of resources. Thus we end with the query: 
why are expectations imperfect and what can be done to 
lessen the imperfections? The treatment of the issues that 
this raises must be left to another occasion. 


4 Again let me emphasize that the agricultural outlook has had as its aim the 
reducing of this divergency thus bringing about a better allocation of resources 
within firms. However, little has been done to examine the farm management 
implications and procedure for getting realization and expectation closer together. 

% Hutchison, T. W., The significance and basic postulates of economic theory, 
London, 1938. Chap. IV, p. 85. One of the fundamental assumptions that is postu- 
lated is “. . . that all expectations are perfectly correct. They therefore pass over 
all the problems of economy in the world as it is, which may be said to arise from 
precisely this factor of uncertainty and imperfect foresight.” 
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DIFFERENTIATION IN MARKETING 
FARM PRODUCTS 


L. J. Norton 


University of Illinois 


NYONE who studies the market for any consumer’s 
good that is in general use will note the efforts made 
by merchandisers to reach consumers at different income 
levels. Any firm selling to consumers will select such bases of 
differentiation as seem necessary to it in order to reach 
effectively the various strata of consumer income that it 
seeks to tap. Some merchants will concentrate on products 
of high quality and price, and hence depend on consumers 
with high incomes. Others will sell cheaper products and give 
less service and so cater to lower-income groups. But an 
effective system for a widely produced commodity must 
reach all groups, if high consumption and the income possi- 
bilities of the market are to result. This conclusion is based 
on the three points: (a) Incomes of consumers vary widely. 
This causes wide variations in qualities and service de- 
manded. (b) These variations create different strata of 
demand which can be served effectively only by some system 
of differentiation. (c) Monopolistic competition prevails in 
varying degrees in different branches of food distribution. 
This permits a wide variety of differentials to be established 
and maintained. For example, by effectively publicized 
brands, it is possible to create essentially separate markets 
for certain products. 
The factors used to differentiate food products to reach 
different income groups might be classified as follows: 
A. Service differentials: 
Delivery vs. carrying by consumers 
Cash vs. credit 
Clerk-service vs. self-service 
Packages vs. bulk 
Accommodation to consumer choice vs. no choice 
Carrying-in-stock vs. mail order 
. Ready-to-serve vs. preparation needed 
B. Product differentials: 
1. Quality: a range of choices 
2. Size (where sale is by count) 
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3. Price of cut: a wide range of choices for products, 
like meats which represent the breaking up of a 
non-homogeneous whole 

4. Style: up-to-the-minute or out-of-date 

. Advertising differentials: 

1. Branded vs. unbranded 

2. Featured characteristics not necessarily indications 
of quality vs. standard grades 

3. Presumed uniformity vs. uncertainty or necessity 
for expert knowledge. 


Variations in service in retail distribution are common to 
all products but different classes of farm products have 
certain peculiarities which create other bases. With meats, 
these are quality in its different aspects, high- and low-priced 
cuts, and brands and associated advertising. With fruits and 
vegetables, the bases are quality, packaging, and brands toa 
limited extent. With eggs, the basis is primarily quality, 
though size is also important. With butter, it is quality and 
brands with associated advertising. With bread and other 
cereal products, it is primarily brands and various factors 
identified with them, together with extensive brand advertis- 
ing. 

The writer studied in a small way the New York City milk 
market in 1923. He was impressed by the fact that three 
distinct merchandising classes of milk were of importance:! 
(1) Grade A bottled milk, which sold typically at a 3-cent 
premium over Grade B milk; (2) Grade B bottled milk, 
which made up the bulk of the wagon milk; and (3) Grade 
B bulk milk, which was widely sold in a variety of retail 
establishments in the districts inhabited by the poorer work- 
ing class, at 3 to 5 cents under the price for bottled Grade B 
milk delivered to the consumer’s dwelling. Each of these 
were aimed to tap the market at different levels of consumer 
income. 

Recently Dr. Leland Spencer has reported on the differ- 
entiation which now exists in the New York City milk 
market.” Sanitary orders have eliminated the bulk-dipped 
milk, and new merchandising features such as irradiated 
milk and paper bottles have been added, but essentially the 


1 Cornell Agr. Exp. Sta. Bul. 445. 
2 Jour. Farm Econ. 21: 291. 1939. 
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same merchandising structure is to be noted: (1) a high- 
priced, high-quality milk to tap the market of the higher- 
income groups; (2) a lower-priced, somewhat lower-quality 
milk delivered to consumers to tap the middle-income 
groups, who will pay for delivery service; (3) a low-priced 
milk at stores to tap the low-income group who are unwilling 
to pay for service. 

It so happens that the system in New York City best 
served the interests of the three groups concerned: (1) con- 
sumers are able to get what they want: (2) producers are 
able to sell more milk for human consumption; and, (3) milk 
distributors are able to increase their volume of sales and 
yet follow merchandising methods that involve service and 
advertising with the higher-income consumers. With all of 
the vagaries of public control of milk prices in recent years 
in the New York City market, the essential pattern has been 
retained. 

Dr. R. W. Bartlett has shown how milk consumption 
varies among leading American cities.* There is only one 
factor which high-consumption cities have in common: some 
way of making cheap milk available to low-income groups. 
This is the sine qua non of high consumption. 

In the Boston market the availability of cheap milk sold 
through stores has been effectively reduced by price policies 
established by a state milk control board. Consumption of 
milk has only been maintained at anything like a figure 
comparable to that in New York City by extensive subsidy 
of the federal government through a plan which makes milk 
available at low cost to a selected group of families on relief. 

It is doubtful whether any plan for selling milk that does 
not include provision for cheap milk will maximize sales in 
communities having a large percentage of low-income con- 
sumers. Moreover, it is doubtful whether public opinion in 
any market which has experienced cheap, low-service milk 
would tolerate its elimination. 

This is not an essay on milk marketing and milk is used 
solely to illustrate a principle. A differentiated price system 
to reach consumers at different income levels has wide ap- 
plication. In the automobile industry, the more successful 
companies have a varied line at a range of prices. These new 


* University of Ill. Agr. Exp. Sta. Bul. 412. 
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cars together with second-hand cars at all prices fit the pay- 
ing or borrowing ability of consumers at different income 
levels. The trend is still further in that direction; for ex- 
ample, the new middle-priced car of the Ford Company. 

Although there are differences in size, power, and style in 
automobiles and in quality and service in milk distribution 
to explain price variations, the different classes of cars furnish 
the same service, transportation, and different merchandis- 
ing classes of milk satisfy the same fundamental nutritional 
functions. Each separate merchandising class may, of course, 
be looked upon as a separate commodity in the economic 
sense. However, this fact is frequently not adequately recog- 
nized in discussions of the question. 

What is needed for accurate analysis of retail price differ- 
entiation is an accurate measure of how different strata of 
demand respond to different price policies. Certainly the 
theoretical reactions of different groups will vary. At high- 
income levels a minor change in the price of a food item will 
not affect purchases; at low-income levels, it may have a 
decided effect. It is unlikely that many families in the high- 
income group would buy margarine within any conceivable 
limits of variation in the price of butter. But, statistics 
record a shift to margarine whenever the butter-margarine 
price spread widens. Presumably, most of this shifting is 
done within the medium- or low-income groups. In technical 
language, the demand for butter is inelastic for families with 
high incomes, and elastic for those with low incomes. Tests 
could be devised to determine elasticity at different levels. 
Presumably, many merchandisers have developed rules with 
respect to product elasticity out of their own experience, and 
probably there is much unanalyzed material in the files of 
business firms which would throw light on this point. If there 
were no differentiation, there would be no point to such 
analysis, as all prices would be reduced to one common 
level; but there is differentiation. 

Since approximately two-thirds of our foodstuffs are sold 
to the upper half of the population, as measured by income, 
it is obvious that many food merchants will cater to the 
upper-income groups, as merchants are primarily interested 
in sales and profits. 

What is the interest of consumer, of producer, and of the 
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government—as representative of the public—in this prob- 
lem? The bulk of producers have a definite stake in measures 
which increase the volume consumed. There are, of course, 
exceptions to this but not many. Farm income studies gen- 
erally indicate that increasing the total volume of business 
(sales) increases farm earnings, except in periods of unfavor- 
able price-cost ratios. Hence, the farmer has an interest in 
market policies which make products available at low cost to 
consumers with low incomes. An elaborate merchandising 
structure designed to sell at higher prices to other groups is 
not of much concern to the farmer, provided that the system 
permits maximum consumption by low-income groups. An 
exception to this is quality differentiation. Producers of high- 
quality products have a definite interest in merchandising 
operations that sell maximum quantities of the higher grades. 

Presumably the government, representing both producers 
and consumers, is interested in the maximum sale of all 
products. No other point of view can represent the general 
public interest. High consumption means better living and 
health standards, particularly among low-income groups, 
and more employment on farms and in the food-distributing 
trades. Hence, the real interest of the government must 
always be in measures that contribute to high consumption. 
It may be diverted from this position in response to pressure 
from some group interested in high prices but since high 
prices will reduce consumption, such diversion is clearly 
contrary to the national interest. 

What is the consumer’s interest? It varies according to the 
situation of the consumer: Some prefer quality and service 
to low prices, while others are compelled to give major con- 
sideration to price. As a group, they are entitled to choice— 
that is, to have available high and low service and all of the 
other bases for differentiation which the size of their com- 
munity warrants. 

What is the merchandiser’s interest? Clearly there is only 
one answer to this question: To operate on a profitable basis. 
As individual firms they adopt policies which, in their judg- 
ment, will make possible the largest volume of profitable 
business. As a group, competition among them will develop 
the full degree of differentiation economically warranted by 
their community, provided no restraints are imposed. 
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Experience teaches that merchandisers like other business- 
men will attempt to check, in so far as they can, develop- 
ments which may harm their own position. In certain cities, 
the sale of milk in stores at prices which reflect the lower 
cost of this method of merchandising has been discouraged 
in various ways by interests which had a large stake in 
maintaining wagon-delivery as the single important method 
of distribution. 

In such cases, the interests of the consumers, the pro- 
ducers, and the government run counter to the interests of 
established market agencies. The adoption of any method 
of distribution which is self-sustaining and which better 
serves the differentiated demands of a community should 
be encouraged. If necessary, it is the obligation of govern- 
ment agencies to maintain the freedom of economic oppor- 
tunity which permits development of any method of distribu- 
tion which can be self-sustaining. 

The foregoing discussion may be summarized as follows: 
Consumers’ incomes vary. This influences consumers’ re- 
sponse to price and to service. In order to accommodate these 
various groups, there has developed much differentiation in 
service, quality, brands, and other matters. Merchandisers 
are interested in a system of differentiation that effectively 
segregates the different sections of the market so that all 
prices are not reduced to the levels needed to reach the low- 
income groups. High service methods, high quality, brands, 
and advertising are ways of doing this. The interest of 
farmers is primarily in maximum sales, except those who 
produce high-quality products, that appeal chiefly to high- 
income groups. Hence, farmers want a market and price 
structure which permits maximum sales to groups whose 
consumption is responsive to prices. The consumers want a 
system which permits them to select a type of product and 
service fitted to their needs or choices. The interest of the 
government is clearly to see that sufficient freedom is main- 
tained to let any system develop which can be self-sustaining 
and to check any developments which tend to prevent the 
growth of new methods. 

What is the application of all the above to specific prob- 
lems? A few will be noted. 


A large quantity of mediocre quality butter is made and 
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sold in the United States. Butter of high quality is produced 
in the dairy belt of the north central states but farther south 
a large quantity of fairly uniform but mediocre butter is 
produced. Why is this not improved? If the wholesale butter 
market is studied, it will be noted that there is now very 
little margin between prices of the medium and top grades. 
There is enough butter of the top grades to satisfy all the 
demands of those consumers who will pay a premium for it. 
Hence, there is not enough added revenue to the manufac- 
turer of the medium grades of butter to enable him to pay 
the added premiums needed to encourage production of 
better butter-fat. It is doubtful whether any system of 
advertising or merchandising high-quality butter would in- 
duce the great bulk of consumers to pay a price high enough 
to warrant elimination of the lower grades. Among certain 
groups of consumers in cities where but little high-grade 
butter had been available, a wider market could be found for 
limited amounts of high quality butter provided the margin 
over cheaper butter was not too great, and the superior 
product was definitely identified. 

In egg marketing, the situation is probably even worse 
because no manufacturing process intervenes as in butter, 
where by blending and standardizing, a rather uniform 
product is turned out. Freezing of eggs may operate toward 
standardization. There are, of course, large premiums for 
top-grade eggs, but unless eggs are really good enough to 
meet these premium grades, there is not much range in 
price, and hence little or no revenue with which to pay 
premiums to producers. Top-grade eggs will always come 
from producers and areas with sufficient volume to make it 
pay to be ultra-particular; the lower grades will come mainly 
from producers where poultry is a side-line, providing “‘gro- 
cery money.” 

The fruit situation is frequently discussed as though the 
remedy was to eliminate all but the top quality. If this were 
actually accomplished, it would mean reduced consumption, 
unless the price declined to the level at which low-income 
groups would buy. Many consumers will not pay premiums 
for quality in fruit or vegetables, simply because they cannot 
afford to do so. There are, of course, producing areas so 
remote from market that they cannot afford to ship any but 
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top-quality produce. But this market policy is not sound for 
the producer who has a market at his door. The correct 
thing for him to do is to sell everything which pays the cost 
of gathering. This variation in policy increases consumption 
of fruit as it permits the demands of different groups in the 
market to be served. Low-grade products must be marketed 
with a minimum of expense and they are commonly sold in 
bulk. Producers should, of course, not deliberately raise lower- 
grade products unless, by so doing unit costs are reduced to a 
point where actual profits are increased. Under most systems 
of production, some low-grade produce will be available for 
sale and the correct market policy will vary with the location 
of the producer. 

Numerous comments have been made concerning milk in 
this paper. To maximize consumption, milk should be avail- 
able to low-income groups through stores or other low- 
service outlets at prices which reflect the lower service. Sale 
in larger units and discounts for larger daily purchases are 
other devices for increasing consumption. There are, how- 
ever, large numbers of consumers who want service and will 
pay for it. This leaves a large field for traditional distribution 
methods. Special grades which are distinctly above the qual- 
ity needed for health protection provide opportunity for 
catering to demands of higher-income groups and serve both 
health and economic interests where health regulations do 
not interfere. Such grades permit premiums to be paid to 
superior producers, profitable merchandising operation by 
dealers, and the privilege of choice by consumers. However, 
health regulations in many cities permit but one quality of 
milk to be sold. 

In meats, the wide range of quality which arises from the 
great diversity of producing conditions and variations in- 
herent to production—steers, heifers, cows, bulls, and calves 
among cattle—together with the great diversity of cuts, 
provide a situation which permits different classes of con- 
sumers to satisfy their various demands. An understandable 
system of grades for identification of quality in retail shops 
would provide the consumer with a more intelligent basis 
for buying meats and would lead to more intelligent differ- 
entiation in sale of meats. 
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WHOLESALE BUTTER PRICES AND 
PREMIUMS 


E. Quintus 
Farm Credit Administration 


HE recent butter stabilization activities, especially the 
1938 program,’ focused attention on some unique factors 
in marketing butter. When it was observed that premiums 
tended to disappear on a stabilized market, the question 
arose as to why. In seeking the answer to this problem a 
more fundamental question was involved, namely: Why, in 
the first place, do receivers in the eastern markets normally 
pay premiums over and above the market quotation? In 
other words, why is not the quoted price the actual price, as 
is usually the case for other commodities? 
Perhaps all of these questions can be best approached 


by first considering a few generalizations regarding selling 
methods. 


Settlement Methods 


In the early days creamery butter was sold in the wholesale 
markets on a commission basis. Today virtually all butter is 


sold to receivers on the basis of an agreement. The receiver 
agrees to pay a price based on a specified wholesale quotation 
as reported at a specified time for a specified market. 

The sale is thus an outright purchase—but it is a particular 
kind of an outright purchase in that the seller still assumes 
the risk of market price fluctuations. He is merely guaranteed 
a price based upon a quotation; a quotation which is yet to 
be established. 

There appear to be several reasons for the transition from 
the commission type of transactions to the outright purchase 
plan. The most important probably was the gradual reduc- 
tion or elimination of many of the marketing risks that once 
accompanied a sale. 

’ Reference is made to purchases by the Diary Products Marketing Association, 
Ine. and by the Federal Surplus Commodities Corporation. The first named 
organization was set up in June 1938, when it was apparent that the butter prices 
would fall to unusually low levels without some support. Financed with Government 
funds, it purchased more than 113 million pounds of butter from June to November. 
During the last four months of the year some 26 million pounds were sold to FSCC 


for relief distribution. FSCC also purchased a somewhat greater amount from 
other sources for relief and to lend support to the market. 
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Butter was formerly much more heterogeneous as to qual- 
ity. Storage facilities were poor, train service often slow and 
irregular, and there was risk of deterioration in transit before 
modern refrigerator cars were brought into use. Lack of 
adequate market information, particularly as regards whole- 
sale prices, and lack of highly developed financial services 
also added to the uncertainties of the trade. 

The second most important reason for the development of 
outright purchases was a dealer response to the demands of 
the sellers. Country creameries were skeptical of the com- 
mission system because of many abuses and evils which 
were brought to light, and the uncertainty of returns was 
somewhat of a sore-spot with the shippers. 

A third factor, closely related to the first two, hinged on 
the nature of the receivers’ business and the competition 
among them. Since some form of outright purchase appealed 
to the creameries, receivers offered such settlements in an 
effort to hold or gain volume of business. Bulk creamery 
butter is differentiated by an individual stencil mark on the 
package. A buyer who has established a profitable outlet for 
a given stencil mark naturally finds it to his advantage to 
retain his source of supply for that butter. To hold these 
creameries, buyers therefore not only offered the inducement 
of outright purchases—but also began to guarantee the 
shipper somewhat more than the wholesale quotation. 

Butter is typically sold on a “‘delivered’”’ basis, with all 
packing supplies furnished by the seller. For this reason any 
premiums result in a gross settlement price on the plus side 
of the quotation. For example, the sales agreement may be 
one-half cent over New York Extras, day of arrival, de- 
livered New York in new wooden tubs for (presumably) 
92-score butter. If, however, the settlement is calculated 
f.o.b. creamery or net at the churn (packing supplies fur- 
nished by the buyer) the premium, if any, is readily calcu- 
lated by comparing the settlement price with the selling 
costs that would otherwise be incurred. An agreed settlement 
of two cents per pound under New York Extras net at the 
churn would therefore be, in effect, a premium if total packing 
and transportation costs were greater than twocents perpound. 

But no matter how the premium is arrived at, it must be 
relative to a quotation. As the quotation is yet to be estab- 
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lished, it follows that the agreed settlement price must be 
based upon the level of a quotation which will be established 
on butter not covered by the agreement. Herein lies one of 
the most confusing aspects of the market. It involves the 
question as to what is the nature of that segment of the 
total supply on which the quotations are based and as to 
how these quotations reflect the equilibrium price in the 
market. 
Basis of Premiums 


The emergence of premiums appears to be the result of 
two closely interrelated peculiarities of the market: the na- 
ture of the receivers’ business, and the manner in which the 
quotations are made. It has already been indicated that 
premium payments grew out of the system of outright pur- 
chases. They are, in effect, a competitive device developed 
by buyers in an effort to insure themselves particular marks 
of butter. A wholesale receiver, for example, may have an 
established outlet for a given creamery’s make at, say, one 
cent over the quotation for Extras. If the receiver finds it 
profitable to handle the sale for one-half cent, he is better 
off to pay one-half cent over to the creamery rather than lose 
the business. 

The significant fact is that the gross selling margin of one 
cent is based on a specific mark of butter. There is by no 
means complete interchangeability of butter which is traded 
in as Extras (or any other grade). Thus, if the first receiver 
did not pay the premium to the creamery, a competitor, also 
willing to handle the butter for a one-half cent margin, 
could induce the creamery to change outlets through a pre- 
mium offer. 

The fact that the spread obtainable is greater than the 
necessary handling margin involves a consideration of the 
quotations. Except for the West Coast, essentially all the 
agreed settlements on butter sales are based upon the quota- 
tions for New York or for Chicago. Private or trade paper 
agencies report the “‘spot”’ wholesale prices on the exchanges 
each morning at the close of the spot transactions.” These 

* Government “spot” wholesale price quotations are also reported daily. These 
are based on trading up to 3:00 p.m. and are therefore not available for current 
transactions during the day. Moreover, the prices reported by each agency are 


nearly always the same for corresponding grades so that the settlement would be 
unaffected by the choice of the quotation. 
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become the basis for buying butter from creameries “on 
arrival” for the current day and for inter-dealer sales during 
the remainder of the day. 

Since only a negligible amount of the total receipts of but- 
ter is sold over the exchanges, it follows that a little butter 
becomes the basis for settlement on all butter. We now re- 
turn to the question raised earlier. In view of the pre- 
ponderance of outright purchases, where does this small 
amount of butter come from for exchange trading? 

Sprague,’ after close observation of the Chicago market, 
has suggested a logical answer in terms of what might be 
called day-to-day “surpluses”’ in the hands of dealers. While 
dealers have established outlets for the bulk of their receipts, 
either for current consumption or for storage, they can never 
have perfect adjustments between receipts and sales. Thus, 
buying or selling small amounts of butter on the exchanges 
permits them to balance their needs. 

Naturally each dealer’s excess is made up of what is, to 
his business, his least desirable lot. It follows that the butter 
which is available for price quoting purposes is also the least 
desirable lots in the market. From this point it is a rather 
simple step to one explanation of premiums. That is, the 
butter is so differentiated by the nature of the wholesale 
business that the quotations are based upon the least de- 
sirable and, from the standpoint of traders, the least valuable 
lots of butter. All other butter is worth more than the quota- 
tion and, for the competitive reasons discussed above, is paid 
for accordingly. 

It should not be implied that the least desirable for any 
given grade such as Extras, necessarily means the lowest 
quality rating that will pass as Extras. It simply means least 
desirable because no profitable outlet has been found for it. 
It is true, of course, that high quality butter, uniform in make 
and available in long lines, is best suited to the traders’ 
regular outlets; for example, a stencil mark that is known to 
have good keeping qualities commands the highest premiums 
during the storage season. On the other hand, butter of the 
same score on a fresh basis, but of doubtful keeping qualities, 


3 Gordon W. Sprague is the local representative of the Chicago office for Dairy 
and Poultry Products, Bureau of Agr. Econ., U.S.D.A. 
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tends to fall into the surplus classification if no other current 
outlet is available. 

It is also worthy of note that most of this butter has 
already been purchased on the basis of the quotation which 
it helps to make. It follows that if the receiver has agreed to 
settle for the butter for any price as great as the quotation, 
the sale results in a net loss by the amount of his handling 
charges. If any premiums were paid, the loss would be aug- 
mented by the amount of the premium. 

The available evidence indicates that buyers do take small 
losses on these sales, but usually not to the extent of premium 
payments. As already shown, they only pay the premium in 
an attempt to hold the butter for a profitable outlet. If the 
exchange is the best outlet available for that particular 
butter, there is no incentive to hold that particular creamery. 
Receivers, therefore, usually make some of their outright 
purchases at or even below the quotation. Also, there has 
always been a certain amount of “free” butter in the market. 
Free butter means that it has been received without any 
previous agreement as to settlement price. Some of this may 
be sold over the exchange and remittance made to the shipper 
on the basis of the price obtained less a handling charge, thus 
augmenting the supply of butter available for exchange 
trading. 

Direct Marketing 


Beginning about 1920 and continuing to the present time, 
there has been a marked trend toward fewer and larger 
operators in the butter market and toward direct marketing 
channels. Food chains, cooperative sales agencies, meat 
packers, and a few large dairy and centralizer corporations 
now distribute nearly two-thirds of the creamery butter. 
The old line wholesale receivers on the central markets who 
formerly handled the bulk of the sales are of secondary 
importance. 

No distinction has been made in the discussion up to this 
point between the different classes of receivers and their 
operating methods. Since these new-type large distributors 

* For a comprehensive treatment of this subject see: Nicholls, William H., Post- 


War developments in the marketing of butter. Iowa Agr. Exp. Sta. Bull. 250, 
Ames, Iowa, pp. 323-384. 1939. 
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either manufacture or purchase direct from country points 
most of their supplies and move them directly into retail 
channels, the central markets are becoming less and less 
important as trading centers. The question frequently arises 
whether this trend toward large direct operators has any 
special bearing on the existence of premiums. 

Premiums developed with outright purchases in the cen- 
tral markets by the wholesale receivers. For this reason, 
their origin was independent of direct marketing. However, 
it would seem that direct purchases and large operators 
have played an important part in extending the premium 
system, first, because they have greatly expanded the 
practice of outright purchases and, second, because they 
have intensified the competitive conditions in the market. 
That is, direct marketing, to a large extent, represents in- 
roads on the business formerly held by others. Direct pur- 
chasers have offered premiums to divert the butter from the 
central markets and the central market receivers have had 
to meet the premiums in an effort to retard the shift. Many 
of the latter have gone out of business through consolidation 
or failure. They are still important, however, in terms of 
absolute amount of butter handled because the new type 
operators have come into the picture during a period in which 
creamery butter production has been rapidly expanding. 

A more nearly fundamental question remains; namely, is 
the general level of butter prices depressed through direct 
buying and other outright purchases which leave only a 
small amount of the least desirable lots of butter for exchange 
trading? Or does the fact that these large operators—using 
direct channels—are usually not the exchange traders mean 
that they do not help establish the quotations? Because of 
their size can they actually influence the level of quotations 
by their own action? These are similar to the controversies 
arising in connection with the effect of direct purchasing of 
livestock on the general level of livestock prices. 

This phase of the butter market has not been the subject 
of special analysis and only an assumption can be made at 
this time. Probably, even though a small number of large 
operators handle a high proportion of the butter direct, the 
exchanges are the barometers which register adequately the 
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general demand and supply conditions. There is no apparent 
basis for concluding that the level of the wholesale prices 
has been affected by the recent trends in consolidating and 
integrating butter handling units. 

There is, however, one important difference between the 
livestock and butter markets. Whereas it has not been estab- 
lished that the “‘cream of the crop” was obtained by direct 
livestock purchases, this is definitely true of butter. Thus, 
we have the premium system on butter to compensate the 
“cream of the crop.” It is the quotation plus the premiums 
that make up the prices that clear the market. Undoubtedly 
certain types of receivers do manipulate the market some- 
what to their own advantage to the extent of relatively 
minor and short time variations. It would require essentially 
unlimited resources to change the wholesale prices markedly 
for any length of time. For the most part, butter is bought 
and sold on the basis of the same quotation so that the in- 


come from day-to-day purchases and sales must be resolved 
to a handling margin. 


Seasonal Factors 


The day-to-day exchange trading is not necessarily aug- 
mented by the seasonal increase in receipts. During the 
flush season the original receivers store varying amounts of 
butter for their own trade during the short season and their 
customers frequently store for future needs. Operations of 
this type are mainly part of a merchandising program in 
which the handler wants to be assured of having the butter 
from particular creameries for an established trade. 

In addition to the butter merchandisers of various types, 
there are a number of operators who specialize in storing 
butter and are active in the market only during the storage 
season. They afford an outlet for butter which is not cur- 
rently consumed or stored by the original receivers. For these 
reasons, butter moving into storage is roughly comparable 
to a regular established outlet from the standpoint of 
premiums. 

In fact, there is much to indicate that the gains from 
storage may be a more important source of premiums than 
the margins on current purchases and sales. The most con- 
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clusive evidence is that storage specialists and others not 
only continue to pay premiums during the storage season, 
but may actually boost the normal premiums in an effort 
to obtain specific lots of butter. Apparently the normal 
spreads between the quotations at the time the butter is 
purchased and the time it is taken out of storage are suffi- 
ciently wider than the carrying charge to permit premium 
payments. It is similar to the current transactions described 
earlier in which butter is bought and sold on the basis of the 
same quotation for a given day at a spread that makes it 
more profitable to pay a premium to the creamery than to 
forego handling the butter. The only difference is the time 
element, the widening spread more than offsetting the costs 
associated with time. 

Logical analysis would indicate that in the long run the 
spreads in the quotations would just cover the cost of storage, 
consideration being given to the going rate of earnings to the 
investors. To account for premiums on these operations we 
have only to remember that the butter which is stored is not 
interchangeable with butter used as a basis for making the 
quotations in which the spreads occur. Generally speaking, 
storage butter is not a random selection. It is rather a choice 
based upon the known keeping qualities and other charac- 
teristics of specific stencil marks. 

In spite of the fact that there is some basis for a seasonal 
increase in premiums at the beginning of the storage season, 
most creameries report uniform premiums throughout the 
year. What probably happens is that receivers pay premiums 
based on what they can afford to pay on the average for one 
year’s operation. In other words, most of the variation from 
season to season may be reflected in the earnings of the 
traders rather than the premiums paid shippers. 


Type of Package 


Any discussion of premiums would be incomplete, if not 
misleading, if some attention were not given to the relation- 
ship between the settlement and the type of bulk packages. 
“Spot”? wholesale quotations for New York and Chicago 
apply to butter packed in new wooden tubs, the standard 
bulk butter container. In recent years there has been an in- 
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creasing tendency to substitute less expensive packages for 
certain types of outlets. Fibre boxes and reconditioned 
wooden tubs are especially important. But when the cheaper 
package is used, the settlement is ordinarily adjusted down- 
ward. 

A receiver, for example, may offer to pay one-half cent 
over the quotation for butter in a new tub or one-fourth cent 
over for the same butter in a fibre box. This difference tends 
to adjust for the differences in the margins he can obtain on 
disposition of the butter and may or may not represent the 
difference in packing costs to the shipper. 

Most references to the higher price on the new wooden 
tubs place the emphasis on the demands of the trade for this 
type of package. Because the quotation is based on the new 
tub and the selling margin is also dependent upon it in many 
instances, it is frequently argued that the package as such 
has nothing to do with the premium. But one important 
point must not be overlooked. The new wooden tub has a 
resale value. When a receiver buys butter, he buys the con- 
tainer as well as the butter. It is true, of course, that the 
original receiver, except to the extent that he is printing 
butter, loses the package. The fact remains, nevertheless, 
that it becomes the property of the final user and has a ready 
market value. It seems inescapable that this value would be 
reflected in the settlement price paid the creamery. 


Effect of Price Stabilization on Premiums 


During the summer of 1938 when price stabilization pur- 
chases were an important feature of the market, the premium 
system underwent pronounced changes. In short, a general 
reduction or elimination of premiums accompanied the 
program. This happened because butter sold for stabiliza- 
tion purposes was sold at the quotation for the grade in- 
volved. The effect on prices paid shippers was the same as 
when dealers ordinarily sell small amounts of butter over the 


* Butter purchased for stabilization purposes was either purchased direct by 
-P.M.A. on the basis of official Government grades or purchased over the 
exchanges on the basis of exchange grades. While the price of any lot of butter 
could be affected by the grades established under each method, once the grade was 
determined the sale was consummated at the quotation for the designated grade. 
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exchange. It has already been demonstrated that there is no 
basis for premiums on these sales. 

In view of the large volume of butter sold in this manner, 
the receivers could not or would not bear the losses that 
would have been involved in premium payments. Nor 
would they, for any length of time, make settlement with 
country creameries at the quotation and lose the amount of 
their handling charges. Thus, receivers began eliminating 
premium payments to creameries on stabilization butter. 
Instead they handled these purchases on a consignment 
basis—deducting a brokerage as their source of income. 

There was, of course, no mandatory requirement on the 
part of dealers to sell butter to the stabilization corporation. 
The compelling force was rather an economic one, Whereas 
dealers who had developed an outlet for a particular quality 
of butter on a year around basis continued to store varying 
amounts of butter so as to be assured of an ample supply 
to meet their specific needs, dealers whose principal source 
of income was normally storage profits did not stand ready 
to take excess butter from the creameries or from the original 
receivers at the prevailing prices. And the amount of such 
excess butter became unusually large because of the un- 
precedented volume of production during the same period. 

Selling large amounts of butter at the quotation also had 
its effect on other transactions. Since the quotation repre- 
sented the value of this butter, receivers were just as well off 
to sell butter elsewhere at the same price. Thus, those buying 
on the central markets began to find offerings available at 
the quotation where they had previously paid a premium. 
By the same reasoning, those who had been making direct 
purchases from creameries at a premium found themselves 
at a disadvantage because they could buy butter in the mar- 
ket at the quotation. Or, what is probably more important, 
their competitors could. This situation led to a general re- 
duction in premiums throughout the market. There is some 
information to indicate, however, that the premiums were 
not dropped as fast or to the same extent as the spread 
between the buying and selling prices. Thus, the program 
also had the effect, for a time at least, of squeezing down 
dealers’ margins. Insofar as the stabilization butter was 
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handled on a brokerage basis, the receivers were, of course, 
protected from outright losses. 


Conclusions 


The purpose of this discussion has been to provide some 
explanation of the existence of premiums, and not to justify 
or condemn -the system. The widespread existence of 
premiums can mean only that the wholesale quotations 
understate the true value of the bulk of the wholesale trans- 
actions. There is an increasing sentiment among traders 
and others that the industry would benefit from the use of a 
quotation which more nearly represented the value of each 
grade of butter. This is simply another way of saying that 
the premium system probably is not to the best interests of 
the trade. In general, devices which have their origin in com- 
petitive practices outwear their usefulness and react against 
the whole industry, once the practice becomes universal. 

It is equally clear that the premium system inherently has 
certain pernicious effects from the standpoint of the seller. 
There are so many direct and indirect ways of introducing a 
premium into the sale that more or less confusion prevails 
among creameries as to their best outlet. There is ample 
evidence that creamery managers attach considerable sig- 
nificance to the apparent amount of the premium and may 
actually go so far as to place more importance upon it than 
on the actual net returns for the butter. 

But whatever the undesirable features of premium pay- 
ments, or any other important trade practice, may be, it is 
certain that any program designed to correct the apparent 
evils must rest upon a thorough knowledge of the funda- 
mental reasons for the existing system. Unless all these con- 
ditions are understood, there is danger of advocating a new 
method which might work to make the situation worse. To 
legislate premiums out of existence, to take an extreme ex- 
ample, might be like burning down the house to exterminate 
a rat. 


THE THEORY AND MEASUREMENT 
OF DEMAND! 


GERHARD TINTNER 
Towa State College 


HE impressive treatise of the late Professor Henry 

Schultz of the University of Chicago is in a sense prob- 
ably the final word on the subject. It is the most important 
of all books and articles which deal with the derivation of 
statistical demand curves from time series. Hence it forms 
the end and climax of the important development in econo- 
metrics which started essentially with the work of Professor 
Henry Ludwell Moore of Columbia University, who derived 
Marshallian demand curves from empirical economic data 
which came in the form of time series. We should in this 
connection also mention the work of Professor E. J. Work- 
ing,? which gives the best logical and economic treatment of 
the subject. 

It cannot be denied that Professor Schultz’s book is a 
careful and impressive piece of work which probably will be 
of lasting importance in a number of economic subjects to 
which it makes significant contributions. Those subjects are: 
the pure theory of consumer’s behavior, especially with 
respect to complementarity and competitiveness of com- 
modities; the derivation of empirical demand curves for a 
number of important American and Canadian agricultural 
commodities; the statistical technique of deriving empirical 
demand curves from time series data; finally a certain con- 
tribution to problems of agricultural policy in the United 
States at the present time. 

Since Professor Schultz’s book forms a veritable landmark 
in those fields it seems worthwhile to investigate in somewhat 
greater detail the fundamental contributions which it makes 
to economic and statistical methodology especially insofar 
as they are of interest to economists working in the agri- 


1 Schultz, Henry, The theory and measurement of demand, xi+817 pages. 
Chicago, University of Chicago Press, 1938. 

2 Working, E.J., What do statistical demand curves show? Quart. Jour. Econ., 
v. 41, pp. 212 ff. 1927. Statistical demand curves. Encyclopaedia of the Social 
Sciences, New York, 5: 72 ff. 1931. 
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cultural field. Before we come to this point, however, we will 
give a short description of the content of the book. 

Part one presents a careful critical history of the methods 
developed for the derivation of empirical demand curves. 
Chapter one gives an excellent account of the pure theory 
of demand and indifference curves. It is at present the best 
historical treatment we have in this field available in English. 
The only criticism which could be made is that the dynamic 
problems*® which seem to come more and more into the fore- 
ground and have been treated especially by the econo- 
metrists seem to have been somewhat neglected. Dynamic 
problems are economic problems which involve economic 
activity over time. 

Chapter two deals with the empirical derivation of demand 
curves from time series. It presents clearly and in a masterly 
manner, the procedures of Professor Moore, Professor 
Leontieff and Professor Pigou. It lays the foundations for 
Professor Schultz’s own method which is a variant of the 
ideas first presented by Moore. 

Chapter three discusses the derivation of demand curves 
from family budget data. Again it gives an excellent account 
of this method which Schultz himself does not use in his 
book. It presents the method of Professor Pigou, Professor 
Frisch, Dr. Marschak and Professor Roy. 

The previous chapters present more or less the historical 
background of the problem. Chapter four gives expression 
to Dr. Schultz’s own views on the subject which he previously 
expanded in his former publications. The reader can here get 
an idea of the methods which Professor Schultz used in his 
own analysis of agricultural commodities. 

Part two gives an account of the demand curves which 
Professor Schultz has derived empirically. He gives a careful 
analysis of these data and their limitations and then treats 
statistically the following commodities: sugar, corn, cotton, 
hay, wheat, potatoes, oats, barley, rye, and buckwheat. All 
the Marshallian demand curves are derived by the trend 
ratio and the link-relative methods and the results are 
carefully compared. 

* See for instance: Evans, G. C., Mathematical introduction to economics, 


New York, 1930, pp. 36 ff., 143 ff. Roos, C. F., Dynamic economics, Bloomington, 
Ind. 1934, pp. 13 ff., 24 ff., 53 ff. 
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Part three is probably an even more important contribu- 
tion and deals with inter-relations of demand. A chapter on 
the theories of related demand presents a history of the 
theoretical developments in this subject. A study of inter- 
relations of the demand for beef and pork, inter-relations of 
the demand for sugar, tea and coffee in Canada and inter- 
relations of the demands for barley, corn, hay and oats, 
illustrate the case. 

Finally, a chapter on the general theory of related demand 
discusses carefully the different definitions of comple- 
mentarity. The example given for the practical application 
is the inter-relations of the demand for beef, pork and 
mutton. 

An appendix gives the basic data which will be most 
welcome to the statistician who wants to check Professor 
Schultz’s computations. Another appendix presents a treatise 
on the elements of curve fitting and correlation which is 
among the best writings on this subject, especially since it 
takes into account the modern developments of tests of 
significance as put forward by R. A. Fisher, J. Neyman and 
E. Pearson. This appendix is available as a separate publica- 
tion. The bibliography is complete and will be of great use to 
both the economist and statistician. 

There is no doubt that the agricultural economist, the 
consumption economist, the “‘general”’ economist, the eco- 
nomic statistician, the mathematical economist and the 
mathematical statistician will find a great deal of interesting 
material in their respective fields contained in Professor 
Schultz’s book. We will discuss briefly, especially from the 
point of view of the agricultural economist interested in 
demand studies, the fundamental contributions made by 
Professor Schultz to economic and statistical methodology, 
and also will offer some criticism. 


A. Contributions to Economic Methodology 


There is no doubt that the economist has to be very grate- 
ful to Professor Schultz for the care with which he has as- 
sembled all the different theories and ideas relating to the 
pure theory of consumer’s behavior. It is perhaps to be re- 
gretted that most theories are presented in a mathematical 
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form and hence not easily available to economists, without 
good mathematical training. Those who want to inform them- 
selves on the most modern developments of the pure theory 
of consumer’s choice without the use of mathematics can be 
referred to Professor Hicks’ recent book on “Value and 
Capital”* where all the mathematics is banished to the 
appendix. Apart from this shortcoming the only fault that 
can be found with the extensive treatment of this problem 
by Professor Schultz is that it does not take fully into ac- 
count the most recent English developments which are 
contained in the later work of Hicks and Allen.’ Here we 
find probably a better solution for the problem of the defini- 
tion of complementarity than the one presented by Professor 
Schultz and originally worked out by Mr. Friedman.* The 
difference is, however, only slight. This particular part of 
the book should be read and studied carefully by everyone 
working in the field of agricultural economics or consumption 
who wants to keep himself informed about the modern de- 
velopments in this subject which is among the most signifi- 
cant recent advances in economic theory. 

Another point which unfortunately has been somewhat 
neglected by Professor Schultz, as we mentioned before, is 
the problem of dynamic demand curves, or, more generally 
dynamic utility theory.” It may not be important for the 
particular purposes of Schultz but we feel that it should have 
been included in a more explicit manner in a treatise of this 
nature. A purely static point of view is much more easily de- 
fensible for the derivation of demand curves from budget 
data. Of course it cannot be denied that little can be done 
in this field without higher mathematics which go sometimes 
beyond the scope of the mathematics used in Professor 
Schultz’s book. Hicks has shown in his recent book® that the 
time has arrived for a consistent dynamic treatment of all 
economic problems and there is no reason why the field of 
demand or consumer’s choice should be excluded. 


‘ Hicks, J. R., Value and capital, Oxford 1939, pp. 11 ff. 

. now especially: Allen R. G. D. Mathematical analysis for economists, 
p. 513, J. R. Hicks op. cit. pp. 42 ff. London, 1938. 

* Pp. 614 ff. 

’ Tintner G., The theoretical derivation of dynamic demand curves. Econo- 
met. 6: 377 ff. 1938. 


* Hicks, J. R., op. cit. pp. 115 ff., pp. 227 ff. 
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It is unfortunate that this failure to face the dynamic 
problem indirectly also has some influence on the statistical 
methods used by Schultz and induces him to break up his 
total period 1875-1929 into three parts and to calculate a 
regression equation for every part separately. Also the un- 
fortunate habit of treating time as a “catch-all” probably 
goes back to this theoretical attitude. This means that he 
considers only parallel shifts of the demand curve and as- 
sumes its slope constant. But this brings us to a consideration 
of the contributions to statistical methodology. 


B. Contributions to Statistical Methodology 


Professor Schultz’s book presents the most thorough, in- 
telligent and modern treatment of the method of least 
squares to be found in the English literature. His mathe- 
matical appendix especially is a classic and has great value 
even apart from the specific application of the method of 
least squares to the fitting of demand curves. It is particu- 
larly significant that Schultz fully understands the impor- 
tance of modern statistical methods and indicates the tests of 
significance. The incorporation of the fundamental ideas of 
J. Neyman and E. Pearsen on testing hypotheses is particu- 
larly praiseworthy.° 

Only tests of significance can help us to distinguish 
statistically what is valid from what is spurious. This, of 
course, is one of the most important problems in economic 
statistics as well. 

But it seems that Schultz did not sufficiently grasp the 
fundamental importance of the problem of time series. He 
was too little aware of the fact that economic time series 
like any other kind of time series have some properties of 
their own and simply cannot significantly be treated with 
ordinary statistical methods which may be applicable to 
data which are not time series. The tentative treatment of 
time series from the point of view of the variate difference 
method” (Student, O. Anderson) and the related method of 


9 Pp. 211 ff., 732 ff. 

10 Student, The elimination of spurious correlation due to position in time 
and space. Biometrika 10: 269 ff. 1914. Anderson O., Die Korrelationsrechnung in 
der Konjunkturforschung. Bonn, 1929. 
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serial correlations" (Yule and Wold) seems to have escaped 
Schultz’s attention. The students who have tried to deal 
seriously with the problem of time series have realized that 
we have to distinguish two elements in the time series. The 
one which is random in the probability sense and can be 
treated in the same fashion as the random variations in 
other data, and another element which is specific to time 
series and may be thought of as a function of time. The 
treatment of time as a “catch-all” is certainly insufficient 
for dealing with this problem and future workers in this 
field will have to resort to somewhat more refined statistical 
methods in order to be able to treat economic time series 
intelligently. 

It seems also that Henry Schultz has neglected to integrate 
his economic theory with the statistical treatment of his data. 
This again goes back to his reluctance to deal with dynamic 
problems. It seems that the problem of random fluctuations 
in economic time series can be dealt with intelligently from 
the point of view of dynamic economics.’ One should think 
this is also the natural point of view for anybody who wants 
to derive statistical demand curves from time series data. 
Static considerations are probably sufficient if we use family 
budget data. The recent book by Allen and Bowley” gives 
a good indication of the way in which this other problem 
could be tested. 

It seems that from a theoretical and from a statistical 
point of view it would have been more promising to attack 
the problem of the statistical derivation of demand curves 
from time series data from the following point of view: As- 
suming a certain type of demand curve which seems reason- 
able from the standpoint of theoretical economics, one 
could make the parameters of the demand curve functions 
of time. The parameters are the constants which determine 


4 Yule, G. U., Why do we sometimes get nonsense correlations between time 
series? Journal of the Royal Statistical Society, 89: pp. 103 ff. 1926. Wold H., A 
study in the analysis of stationary time series. Upsala, 1938. This book gives an 
excellent summary and new developments. It was published after Prof. Schultz’s 
death but is quoted here as the best work in the field. 

® For an attempt in this direction see: Tintner, G., A note of economic aspects 
~! ho theory of errors in time series. Quart. Journ. Econ., pp. 141 ff. November, 


#8 Allen, R. G. D. and A. L. Bowley, Family expenditure, London, 1935. 
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the form of the function in question. This again would only 
be a first approximation because it would really be necessary 
to explain in economic terms the time movement of these 
parameters which characterize certain geometrical and also 
economic properties of the curve. But it seems that such an 
approach would have made some sense as a first approxima- 
tion. 

To give an example, suppose for simplicity’s sake that we 
are dealing with the linear demand curve: Y = A+ BX, where 
Y is the price, X the quantity demand, A and B constants. 
(The idea can easily be generalized for any other type of 
demand curve which seems reasonable from an economic 
viewpoint.) Then the parameters A and B have certain 
geometric properties which can easily be interpreted eco- 
nomically. A characterizes the location of the demand curve, 
and B its slope. It would, of course, be easy to introduce 
some further parameter which for instance could characterize 
the curvature and other geometric properties of the curve 
which again could be interpreted economically. A good eco- 
nomic interpretation of these geometric properties of de- 
mand curves is to be found in the modern theories of demand 
as developed by Hicks and Allen and also reproduced by 
Schultz.“ There is no need of chopping up data into small 
parts in order to obtain a quasi-static demand curve for 
every period. The calculation of per capita demand and the 
deflation of the price with a price index, methods which 
Schultz uses, are also of rather dubious value for approxi- 
mating static conditions. 

We may assume instead, that the parameters A and B 
themselves are functions of time because population, tech- 
nique, expectations, tastes and a number of other things 
change during the whole period. Hence, we will write our 
equation in the following form Y,=A,+B,X, where now 
all our quantities are functions of time. (It would be still 
better of course, if we could explain the variation of the 
parameters in economic terms, for example, by correlating 
them with economically significant variables. But we present 
here only a first approximation to the real problem.) What 


4 Pp. 40 ff. 
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functions of time the parameters are, of course can not be 
said offhand and will depend on our knowledge of economic 
conditions during the period as well as on inspection of the 
data. We can, however, derive from our new equation a 
system of normal equations which will give a least square 
solution and in this sense the best approximation to a dy- 
namic demand curve. 

But we should not be content with this result without 
investigating if the residuals are random. This can be done 
for instance by the variate difference method or by the 
method of serial correlations. Those tests, however, are 
still far from perfect. Only then will we be able to indicate 
standard error, to use tests of significance, and to see if the 
residuals are really random and if we have reached valid 
results. This problem of time series is by no means solved 
statistically and mathematically and a great deal of research 
of a rather complicated nature will have to be done in the 
future before an unambiguous answer can be given. 


JAPAN’S AGRICULTURAL CRISIS 


W. LapEJINSKY 
Bureau of Agricultural Economics 


ODAY, as in the past, agriculture remains the back- 

bone upon which the economic life of Japan rests. The 
unprecedented progress of industrialization in Japan in re- 
cent years has tended to obscure this fact. In reality, how- 
ever, the importance of agriculture in modern Japan is 
still very great. The rural population still constitutes ap- 
proximately 45 per cent of the total; agriculture continues 
to be practically the sole provider of the nation’s food, while 
with respect to invested capital and value of net output, 
agriculture is the country’s leading industry. 

The place of agriculture in Japan’s national economy does 
not bespeak either rural prosperity or rural progress. On the 
contrary, it is commonly agreed now that it has been suffer- 
ing from an ever-deepening crisis at a time when Japanese 
industry and trade have been expanding and prospering. 
The feudal concept that a farmer should maintain a low 
standard of living has continued to pervade Japanese agri- 
culture to this day. It helped to keep the village in a state of 
contentment as long as agriculture could satisfy the frugal 
needs of the farmers. In recent years, however, Japan’s 
agricultural economy has not been able to provide even this 
minimum for a great number of farmers. 

This is attributed to numerous burdens that Japanese 
farmers must shoulder and which operate to their detriment 
even in “normal’’ times. Chief among these are the country’s 
very limited arable area and the extremely small farm units; 
inequitable land distribution; widespread tenancy system; 
sharp price fluctuations; heavy tax load; huge indebtedness 
and exorbitant interest rates, and, in consequence of these 
factors, the very low standard of living of the mass of Japa- 
nese farmers. 


The Problems 


The characteristic feature of Japan’s agriculture that has 
given rise to a host of difficult problems is the small area 
under cultivation in relation to the rapidly growing popula- 
tion. The utilization of the land is highly developed and “not 
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only the hillsides, but in some places even the mountain 
summits,’’! are made to yield crops. The great efforts to 
extend the area under cultivation brought about an increase 
from 11 million acres in 1880 to not quite 15 million acres 
in 1936, or 16 per cent of Japan’s total land area. The ex- 
tension of land under crops in Japan was achieved mainly 
during the first three decades of the period under considera- 
tion; since then the arable area remained practically 
stationary. The topography of the country being generally 
steep and mountainous, there is at present but small un- 
developed area which is suitable for cultivation. 

The fact that Japan’s 5,595,000 farm families cultivate less 
than 15 million acres indicates that the size of an individual 
holding is extremely small. If the land were evenly dis- 
tributed each household would cultivate 2.5 acres. In reality, 
great numbers of Japanese farmers cultivate much less than 
2.5 acres. 


Japan: Farm Housexoups AccorpDINnG To Size or CULTIVATED AREA (1936) AND 
Torat AREA CULTIVATED BY Eacu Group (1933) 


Actual number Percentage of total 
Arable land per family | Number of Area® Number of Area 
families cultivated families cultivated 
Thousands | Thousand Per cent Per cent 
acres 

Less than 1.2 acres... . 1,896 1,237 34.0 8.4 
1.2 acres to 2.4 acres... . 1,914 3,724 34.2 25.4 
2.4 acres to 4.9 acres.... 1,262 4,817 21.5 33.0 
4.9 acres to 7.4 acres... . 321 2,055 5.7 14.0 
7.4 acres to 12.2 acres. . 127 1,333 2.4 9.1 
More than 12.2 acres. . . 78 1,482 1.4 10.1 
5,598 14,648 100.0 100.0 


The Statistical Abstract of the Ministry of Agriculture and Forestry, 1936-37, 
pp. 1-8, table 1. * Estimated by Hidetoshi Isobe, Labor conditions in Japanese 
agriculture, Bulletin of the Utsanomiya Agricultural College, Section B, vol. 2, 
no. 1, 1937, p. 5, table 2. 

Thirty-four per cent of all the households cultivate less 
than 1.2 acres each; 34.2 per cent from 1.2 to 2.4 acres; 21.5 
per cent from 2.4 to 4.8 acres, and only 9.5 per cent cultivate 
more than 4.8 acres. The first mentioned group, comprising 


1 Shiroshi Nesu, Population and food supply in Japan, in Problems of Pacific. 
a of Second Conference Institute of Pacific Relations, Honolulu, p. 346. 
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1,896,000 families, cultivate an estimated total of 1,237,000 
acres, while on the opposite end of the scale one finds 78,000 
families who cultivate 1,482,000 acres of land. These figures 
reveal how small the holdings are and the extent to which a 
great deal of the cultivated land is found in comparatively 
few hands. 

Japan’s limited crop area precludes the concentration of 
land in great holdings. Official statistics record only 3,547 
landowners with over 125 acres each, the average size of 
these holdings being 300 acres, and 46,000 with an area of 
from 25 to 124 acres, or an average of 57 acres. Notwith- 
standing the scarcity of large properties, there is a striking 
inequality in the distribution of landownership in Japan. 
Data of the Ministry of Agriculture shed little light on the 
exact distribution of landownership; it was estimated un- 
officially, however, that while 50 per cent of all the farm 
households own only 9 per cent of all the land, 7.5 per cent 
of the households own 50 per cent of the land.” The corollary 
of this is that the holding cultivated by a Japanese farmer 
does not correspond with the amount of land owned by the 
same farmer. 

Many farmers own no land at all and many more own very 
little of it (2,556,630 farm households own less than 1.2 
acres each). Under the circumstances they are compelled 
to rent land from those in whose hands it is largely con- 
centrated. This has brought in its wake the development of 
tenancy in Japan on a large scale. At present, tenancy in 
Japan has reached a point where 54 per cent of the irrigated 
rice land and 40 per cent of the nonirrigated land are culti- 
vated by tenants and part-tenants. On the whole, the two 
groups cultivate 48 per cent, or 7,200,000 acres of Japan’s 
total arable land. Of the 5,597,000 farm households enu- 
merated in 1936, almost 31 per cent were composed of inde- 
pendent farm owners, 27 per cent of tenants who owned no 
land at all, and 42 per cent of part-tenants and part-owners. 

In the United States “tenants still move with some free- 
dom up the agricultural ladder,’’* but in Japan tenants are 


2 Hidetoshi Isobe, Labor conditions in Japanese agriculture, Bulletin of the 
Utsanomiya Agricultural College, Section B, 2: (1), 6, 1937, table 2 (B). 
§ Report of the President’s Committee on Farm Tenancy, February, 1937, p. 5. 


in 
alt 
les 
of 
te 
his 
an 
| wi 
ov 
‘hi 
As 
fre 
th 
of 
pa 
ot 
a 
in 
ne 
m 
ti 
i 
d 
cc 
t 
re 
T 
fc 
e} 
b 
A 


JAPAN’S AGRICULTURAL CRISIS 617 


in no position to do so. The scarcity of land and lack of 
alternative occupations bind the tenant to the land—regard- 
less of the high rentals. For rice land rent is paid in kind, 
while for other land it is usually paid in cash. The system 
of payment in kind is an added burden shouldered by the 
tenants. “It is all the heavier, too,” a Japanese writer noted, 
“because of the arrangement whereby the tenant farmer pays 
his landlord so many bushels of rice per tan (.2 of an acre), 
and this amount does not change much, irrespective of 
whether the crop is large or small. In other words, the land- 
owners are assured of a certain stabilized quantity of 
‘harvest’ regardless of the yield.’ 

A survey of 9,134 villages by the Japanese Department of 
Agriculture showed that in 70 per cent of the cases the rental 
from a single-crop field constituted more than 50 per cent of 
the crop; from a two-crop field the rent is around 60 per cent 
of the crop. It may be noted also that, whereas the landlord 
pays only the land tax, the tenant has to pay a number of 
other assessments and dues, buy his own very expensive 
artificial fertilizer, provide the farm house, farm buildings, 
implements and seed. Under the circumstances a tenant’s 
net share of the crop is considerably smaller than the above- 
mentioned figures. 

The long-established landlord-tenant relationship con- 
tinued till about the end of the World War without causing 
much open conflict, although the tenants were never satisfied 
with their economic status. But the growing agricultural 
distress, and the spread of ideas opposed to old-established 
concepts, brought about a decisive change in the attitude of 
the tenants toward the landlords. Since 1917 the number of 
recorded disputes increased from 85 to nearly 6,000 annually. 
The causes underlying the disputes are numerous, but the 
following two became outstanding: during the twenties, 
excessive rents; more recently, about 60 per cent of the dis- 
putes were due to attempts on the part of the landlords to 
evict the tenants from the land. 

The economic welfare of the Japanese farmers is closely 
bound up with two crops, rice and cocoons. The traditional 


* Magohachiro Kimura, Japan’s agrarian problems. Published by Foreign Affairs 
Association of Japan, December, 1937, p. 12. 
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practice of the rapidly growing Japanese population to de- 
pend largely on rice as the main article of diet caused more 
than half of the arable land to be devoted to rice cultivation. 
Because of the extension of acreage under rice and even 
greater rise in yield per unit of land, during the last 60 years 
total production of rice doubled, mainly from 155 million 
bushels to over 300 million bushels. In the past decade, how- 
ever, the yield has remained practically stationary. Hence 
the suggestion that “Japan has just about reached the point 
where the returns on her agricultural efforts will begin to 
decrease irrespective of any added endeavors she may make 
to increase her production.’ 

The price of rice in Japan is characterized by sharp fluc- 
tuations, which alternately work havoc with the producers 
and consumers. The fluctuations are due to a variety of 
factors: crop conditions with a consequent shortage or sur- 
plus of rice; the fact that Japanese rice is consumed at home 
almost exclusively and it cannot be exported abroad at a 
profit, and that the consumed rice must be Japanese rice 
or that from Korea or Formosa. But whatever the causes, 
for nearly two decades the Japanese Government has been 
confronted with the problem of how to eliminate sharp price 
fluctuations in a manner that would reconcile the interests 
of both producers and consumers and allay the discontent 
engendered by it. 

The silk cocoon crop is only second in importance to the 
rice crop. In fact, for a third of Japanese farmers it is the 
principal source of cash income. Whether the latter is large 
or small depends entirely upon the price of silk in the United 
States, where more than 90 per cent of Japan’s raw silk 
exports is sold. The price is determined mainly by business 
conditions in the United States. This explains the precipitous 
drop in price from a record high of 10.6 yen per kwan (8.3 
Ibs.) at the close of the wartime boom in the United States 
to a low of 5.7 yen a year later. Chiefly for the same reason, 
and partly on account of increased competition of rayon, the 
price of cocoons declined from 7.5 yen in 1929 to 2.5 yen in 


1934, which price was only two-thirds of the cost of pro- 
duction. 


5 Shiroshi Nasu, op. cit., p. 343. 
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The burden of debt shouldered by the Japanese farmers is 
abasic factor underlying Japan’s agricultural plight. Prior 
to the World War the total debt was estimated at less than 
a billion dollars. Since then, the increased disparity between 
income and expenditure in consequence of the distressed 
conditions in the countryside led to a rapidly mounting 
indebtedness, estimated at 6 billion yen, or slightly over 1,000 
yen per household. The net effect is that “Their (farmers’) 
excessive debts are the most important of the causes which 
compel the present proprietors to dispose of their own land 
and reduce them to the position of proletarian tenants or 
wage laborers, whereas otherwise they would remain as the 
sound middle class of the farming population.’”® 

Most of the indebtedness is carried at high interest rates. 
A survey prepared by the Japanese Department of Agricul- 
ture on the amount of loans to farmers by various financial 
organs shows that the Hypothec and Agricultural and In- 
dustrial Banks, established primarily to facilitate agrarian 
financing, accounted only for 14 per cent of the total farm 
loans. On the other hand, private banks and money-lenders 
accounted for 13 per cent and 56 per cent, respectively.’ 

As to interest rates charged, it was officially estimated that 
in 1932 nearly 43 per cent of the debt carried a rate ranging 
from 7 to 10 per cent; 51 per cent of the loan at a rate from 
10 to 15 per cent, and the remaining at a rate of interest 
above 15 per cent. In reality, however, the actual rates are 
considerably above the official estimates. According to one 
observer “‘of his (farmer’s) total loans, 57 per cent have been 
advanced by private lenders at a nominal rate of 12 per cent 
and a real rate said to be between 20 and 30 per cent.’”® 

Japanese farmers have always been subjected to a heavy 
taxation burden. In feudal times this was epitomized in the 
saying: ““The peasant is like a sesamum seed; the more you 
squeeze, the more you get.” In modern times the process of 
exacting taxes from the farmers has been regularized and 


*Soshinosake Sagi, The problem of farm debt adjustment, Kyoto University 
Economic Review, p. 61. July 1937. 

7Setsuo Uenoda, Farm problems in Japan dates back to the early Meiji era. 
Trans-Pacific, March 8, 1934. 

* The Times, London, July 5, 1932. 

* Magohachiro Kimura, op. cit., p. 7. 
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given legal form, but it remains true, nevertheless, that in 
Japan’s economic scheme the farmers are still the main 
“beasts of burden.” For this reason “the all-around progress 
from the feudal regime to the modern capitalistic system 
was achieved at the expense of farmers. The land tax, cus- 
toms tax, consumption tax and local taxes were levied, 
whether intentionally or otherwise, as a means of facilitating 
this policy.”’® This attitude toward the farmers has persisted 
to this day, despite Japan’s rapid and very successful in- 
dustrial development. 

Conditions described in the foregoing paragraphs had been 
gradually undermining Japan’s agricultural economy for 
many years prior to the depression, but the full significance of 
the fundamentally adverse factors was not revealed, chiefly 
because of the relatively high prices of the two staple prod- 
ucts—rice and silk. 

The first sign of a downward trend was noted in 1926; by 
1929 the price of rice had declined 30 per cent and that of 
cocoons 37 per cent, with a similar contraction noticeable 
in other products. In 1929 the total value of agricultural 
output declined to 3.5 billion yen as against an annual aver- 
age of 4.6 billion yen during the period 1919-1928. But the 
real slump came in 1930 and 1931, particularly during the 
latter year, when the agricultural output was valued at only 
2.2 billion yen, or less than 50 per cent of the 1919-1928 aver- 
age. The price disparity between manufactured and agricul- 
tural products aggravated the conditions of the farmers; the 
decline of commodity prices purchased by the farmers was 
less marked, and, as in the case of the all-important ferti- 
lizers, prices were actually rising. The rise in prices proceeded 
at a very slow pace, but it became more pronounced from 
1935 on. The estimated 1938 value of agricultural products 
is some 300 million yen greater than that of 1929. But here, 
too, one must note that the rise in prices lagged considerably 
behind those of manufactured articles, thereby lowering the 
purchasing power of the rural community. Despite this ad- 
verse factor, farm prices recovered sufficiently to mitigate 
to a certain degree the immediate problems given rise by the 
depression, having at the same time unsolved the funda- 
mental difficulties which handicap Japan’s agricultural 
economy. 
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The question to consider now is what the Japanese agri- 
cultural situation means to the farmer in terms of earning a 
livelihood. An investigation conducted in 1927, a relatively 
prosperous year, of the income of 132 farmers who cultivated 
their own land, revealed the following: the total income of a 
farmer averaged 1,350 yen as against an expenditure of 
1,315 yen, or asurplus of 451 yen. The reliance upon subsid- 
jary occupations as a means of making both ends meet is a 
basic pillar of Japan’s agriculture. A survey on farm incomes 
for the period 1913-1934 shows how widespread this practice 
is: “With the single exception of 1913, agricultural receipts 
fell short of meeting household expenditures, i.e., cost of 
living, and forced the farmers to fall back upon nonagri- 
cultural income to make up the deficit.’° The proportion of 
the income from subsidiary occupations to the total farm 
income ranged from 23 to 31 per cent. 

The conclusion one is likely to draw is that for the majority 
of Japanese farmers, agriculture as such is not on a paying 
basis. The Bureau of Statistics of the Japanese Government 
was well aware of that when it stated that “the average part- 
tenant as well as tenant farmer can count upon a surplus 
only when the area of farm under his management is larger 
than 4.5 acres. The very fact that by far the largest number 
of Japanese farmers till an area of less than 2.4 acres is clear 
evidence of the difficulty of Japanese agriculture as a busi- 
ness.”!! Under the circumstances the question raised by Dr. 
Nasu “whether or not such high population supporting 
power [of the land] is partly due to a sacrifice paid by 
peasants in the form of a low standard of living,’’!? may be 
answered in the affirmative. 


The Remedies 


Prior to 1930 Japan’s agricultural problem failed to attract 
serious attention, one of the important reasons being the 
farmers’ inability to express their grievances in an articulate 
manner and failure to secure the support of the country’s 
dominant political groups. But when, among other causes, 
that of the farmer also was taken up by the military, the 


Hidetoshi Isobe, op. cit., p. 66. 
4 Shiroshi Nasu, op. cit., p. 198. 
® Tbid., p. 196. 
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agrarian problem, to quote ex-Premier Saito, immediately 
“caught fire.” In the attempted assassination of Premier 
Hamaguchi on November 14, 1930, resulting in his death a 
few months later, rural discontent played no small part. The 
motives behind the subsequent bewildering series of assass- 
inations of Japan’s leading political and industrial figures 
were tinged by a combination of military-agrarian interests." 
Considering the important role of the army in the nation’s 
affairs, particularly after the occupation of Manchuria in 
1931, it becomes clear why, in 1932 and after, every succeeding 
government of Japan became eager to placate the farmers. 

In the attempts to stabilize the price of rice, government 
policies were directed toward maintaining prices at a level 
that would reconcile the producer-consumer differences. The 
origin of the policy goes back to post-war days, but its basic 
principles were definitely formulated in a law enacted on 
March 29, 1933. The Government was thereby authorized to 
fix each year a minimum and maximum price at which it 
stood ready to buy or sell rice in order to maintain the 
market price between the two fixed levels. The minimum was 
to be based on the cost of production and the maximum, on 
the cost of living. To carry out the chief provisions of the law, 
the Government established a special rice fund of 800 million 
yen, which could be increased to a total of 1,150 million yen. 

This law, which proved to be a financial burden on the 
Government, was modified by the Autonomous Rice Control 
Law of 1936. In accordance with the provisions of the latter, 
the farmers were to be organized in local and federal Rice 
Control Associations with a view to storing the surplus of 
their rice. The Department of Agriculture was authorized to 
grant special bounties to cover storage expenses and to make 
loans at a low rate of interest against the stored rice. The 
surplus was to be held until such time as the current market 
price should rise above the minimum official price. 

Efforts to assist the farmers through price control were 
only partly successful, despite the more than 200-million yen 
loss sustained by the Japanese Government in the course of 


13 See S. D. Kennedy’s, The reactionary movement of 1932, Contemporary 
Japan, March 1933. Minister of Finance, Inouye, was murdered on February 9, 
1932; the managing director of the vast Mitsui interests, Dan, on March 5, 1932, 
and Premier of Japan, Inoukai, on May 15, 1932. 
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the operation of the rice laws. It may be argued, of course, 
that without government aid prices would have declined 
below prevailing levels but, from the rice producers’ point of 
view, On many occasions prices were not sufficient to cover 
costs of rice production, much less a margin of profit. 

The minimum price for rice now guaranteed to the pro- 
ducers may not satisfy them, yet they are assured of a cer- 
tain income. A similar situation does not exist in the case of 
cocoons. Until very recently government attempts to aid 
cocoon raisers consisted chiefly of measures tending to 
improve quality and reduce costs of cocoon production. In 
1935 and 1936 sales of cocoons were placed under government 
supervision, with the stipulation that the quality of the prod- 
uct offered for sale must meet with official approval. 

On occasions, as in 1930 and 1931, farmers engaged in 
sericulture have secured loans from the Government amount- 
ing to 120 million yen. While intended as a relief measure, 
the Government utilized these loans as a means for control- 
ling the cocoon crop. But the reduction in output was in- 
effective as a method raising the price of cocoons because of 
a lagging demand for silk. Since prices of cocoons are 
governed by prices of raw silk, the Japanese Government 
then promulgated numerous measures to increase silk prices. 
They included such devices as loans, subsidies, government 
purchases of surplus silk, and restrictions of silk output and 
silk sales. Yet, judging by price movements, all direct and 
indirect measures to raise cocoon and silk prices failed of their 
aim, and the prosperity of Japanese sericulturists still de- 
pends upon the rising curve of economic activities in the 
United States rather than upon any other factor. 

Aside from the attempts to aid agriculture through various 
schemes of price stabilization, the Japanese Government con- 
cerned itself also with the problem of lowering cost of pro- 
duction. The main emphasis was upon cheaper supplies of 
artificial fertilizers. Because of the monopolistic character 
of the industry, fertilizer prices were rigidly maintained even 
during the years of severest depression, although prices of 
agricultural products were at record Jow levels. The com- 
plaints of farmers against this price disparity became so 
vociferous that on May 18, 1936, a law was enacted to cor- 
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rect the situation. The significance of the measure lies in the 
fact that the association of fertilizer manufacturers created 
by this law cannot make arrangements for controlling pro- 
duction, set up sales policies or fix the price of the product 
without the approval of the Government. Whether the 
Japanese farmers will be able, ultimately, to secure fertilizers 
at reduced prices remains to be seen; meanwhile, it should be 
noted that wholesale prices of fertilizers have been higher 
since the enactment of the law. The Sino-Japanese War in- 
creased the demands upon the industry, thereby stimulating 
a further rise in prices. It is not unlikely, of course, that 
prices would have been still higher but for the control meas- 
ure enacted by the Government. 

Farm relief in Japan has come to be closely identified with 
easing of the debt burden. As the crisis grew in intensity and 
the demand for aid became insistent, in 1933 the Japanese 
Government promulgated the Farm Debt Adjustment Act. 
It provided for the formation of farm associations with func- 
tions “to mediate between the creditor and debtor and make 
plans for redeeming the debts within 20 years by easing the 
conditions of debts through such methods as extending the 
period of redemption, establishing an annual installment 
plan, reducing the rate of interest, or scaling down the 
amount of the principal or of the accrued interest.” Within 
a period of 5 years the Government planned to extend to the 
associations loans at a low interest rate, amounting to 200 
million yen. 

It may be inferred that the settlement of a relatively small 
portion of the farm debt was intended. Essentially, the Act 
called on the farmers to solve the problem by their own 
means, as may be noted from the following: “Resources for 
the redemption of debts should be supplied by the surplus 
[farm] income... and also by disposing of property which 
is not needed for the efficient following of the household 
occupation.”® Most of the Japanese farmers, however, were 
heavily in debt precisely because of a lack of surplus income. 
Thus the chief means whereby the Government hoped to 


44 Yoshinosuke Yagi, The problem of farm debt adjustment, Kyoto University 
Economic Review, p. 65. July 1937. 
16 Thid. 
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scale down the farm debts were reduced to nothing else 
than “making a more active use of the tradition of neigh- 
bourly fellowship and mutual aid.’ 

The basic features of the Debt Adjusting Act otfered no 
solution for the debt problem. The hope that by virtue of 
the Act farm indebtedness would be scaled down consider- 
ably did not materialize. Between August 1, 1933, and June 
30, 1936, a period of nearly 3 years, the loans extended to 
the associations by the Government amounted to only 
15,440,000 yen, or 7.7 per cent of the 200 million yen to be 
distributed in the course of 5 years. On March 30, 1936, 
debts actually adjusted amounted to 157 million yen, 26 
per cent of the minimum or 15 per cent of the maximum sum 
planned and only 2.6 per cent of the total estimated farm 
debt. 

Japan’s land tenure system has been the fundamental 
cause of the widespread discontent in the countryside. How 
to remove it has been a question agitating the Japanese 
Government for a number of years. Two measures have been 
adopted toward this end. One of them is the Conciliation of 
Tenancy Disputes Bill, enacted in 1924. It provides, first, for 
a more simplified court procedure, and, second, for arbitra- 
tion by a committee composed of a judge and several citizens. 
If the parties in dispute express their satisfaction with the 
committee’s decision, it becomes effective and is transferred 
to the court for a formal approval. More than half of the 
tenancy disputes are settled in this manner. 

The second measure aims to do away with tenancy as an 
institution, by assisting the tenants to become independent 
farm owners. A program was worked out in 1926, providing 
for the expenditure of 468 million yen in the forthcoming 25 
years. This fund was not adequate to carry on land purchases 
on a large scale, for at prevailing prices, a total of 287,000 
acres could be acquired, or only 4 per cent of the entire arable 
area rented by tenants.!” To speed up the process, in 1932 a 
more ambitious plan was proposed in the form of a Peasants’ 
Proprietors’ Agricultural Land Bill. It provided for the 


16 Thid. 


7S. Kawada, The establishment and maintenance of peasant farms, Kyoto 
University Economic Review, p. 77. July 1928. 


| 


626 W. LapEJINSKY 


purchase of 1,543,000 acres over a period of 35 years and at a 
total cost of 2.8 billion yen. The tenants were expected to 
repay this sum in annual installments. 

The bill provoked a great deal of criticism on the ground 
that it was “‘a device invented to enable landowners to dis- 
pose of land that was a burden to them.”!® It failed to pass 
and there remains in operation only the plan inaugurated in 
1926. In 8 years, 1926-1933, nearly 120,000 tenants were 
assisted in the purchase of 126,000 acres, or less than 2 per 
cent of the entire volume of rented land. The conclusion of a 
Japanese student of the country’s land tenure system is that 
“the present plan is thus quite ineffectual as a measure for 
solving the land problem.”’!® 

In addition to the outlined plans, a number of unsuccessful 
attempts have been made to enact a law that would stabilize 
landlord-tenant relations. In view of Japanese tenure rela- 
tions conditions, any tenancy law involves a downward revi- 
sion of rents and an acknowledgment of the tenant’s right 
to the land. Landlords see in this an infringement on their 
rights and they fight bitterly, and so far successfully, against 
any change. 

Considerable importance has been attached in the past 
6 years to the problem of settling Japanese farmers in 
Manchuria. According to Japan’s Secretary of Agriclture, 
“Japanese emigration to that vast land means, inter alia, 
the extension of the rural community which forms the 
backbone of the Japanese race, a way out of the difficulties 
arising from the intensive system of cultivation in Japan 
Proper and the exploitation of natural resources in that latter 
country.’° More concretely, Manchuria was to take the 
place of a safety valve, as it were, for relieving the pressure 
on land in Japan. 

For the time being the accomplishments bear little relation 
to the outlined plan; nor do they augur well for the widely 
entertained idea in Japan that Manchuria is becoming an 
important outlet for the Japanese surplus farmers. During 

18 Y. Yogi The current land problem and the establishment of peasant pro- 
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the years 1932-1937 a total of only 2,785 families, subsidized 
by the Government to the extent of 1,000 yen per family, 
found their way to Manchuria. But the Japanese Govern- 
ment refused to be dismayed by this result and in 1937 it 
drew up a vastly more ambitious program. The latest move 
calls for the resettlement into Manchuria of a million farm 
households of 5 million people, in the course of the following 
20 years. 

The brighter side of Japan’s agricultural economy is in the 
widespread development of the cooperative movement. It 
has been sponsored and financially aided by the Japanese 
Government. The savings effected through the reduction of 
the great number of intermediate merchants, for instance, 
is one of the factors stressed in favor of the movement. 
Farmers represent 70 per cent of the total membership of 
about 6 million. The main functions of the Japanese coopera- 
tive societies are confined to providing credit, making sales 
and purchases, and the joint utilization of warehouses, mill- 
ing establishments, farm machinery, and workshops. Almost 
half of the cooperatives combine all the mentioned activities. 

The movement has been playing an increasingly important 
role in Japan’s farm economy. Within the period 1920-1934 
sales of rice through cooperatives increased ninefold. The 
same is true of wheat and to a lesser extent of cocoons. In the 
latter year, 28 per cent of all the marketed rice, 27 per cent 
of the wheat and 12 per cent of the cocoons were sold through 
the cooperatives. Considerable progress has been registered 
by the cooperative purchasing societies. Their main efforts 
are concentrated in the purchase of fertilizers, and in 1934 
they handled one-third of the total consumption. 

The cooperative credit societies extend loans for produc- 
tive purposes such as purchases of land and agricultural 
machinery. Until recently about 70 per cent of the loans were 
granted without security, but on the basis of a minute 
examination of the moral, financial and political standing of 
the borrower. Of late there has been a reversal of this policy; 
the tendency is to grant loans only against some tangible 
form of property. The rate of interest is rather high, ranging 
as it does from 8 to 12 per cent per annum. There is little 
difference between these rates and those charged by com- 
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mercial banks but in certain cases the former are even higher. 
They generally do not relieve the rural population from the 
necessity of securing loans from private individuals at usuri- 
ous rates. This is especially true in the case of the poorer 
peasants, because “in practice . . . credit societies are said 
to be made up of middle- and upper-class membership.” 
In the light of these facts, it becomes apparent why rural 
indebtedness to the cooperative credit societies comprises 
only from 10 to 15 per cent of the total farm debt. 

The cooperative movement has, on the whole, benefited 
Japan’s agricultural economy, but the benefits are not evenly 
distributed. The more prosperous sections have profited 
most. Present plans for increasing the importance of the co- 
operative movement in the Japanese village might not be 
without its positive effects on the well-being of the least 
prosperous group. But the widely held view, particularly in 
official circles, that the very solution of Japanese agricultural 
problems is closely tied up with the cooperative movement 
is exaggerated; it can alleviate certain burdens but is in no 
position to remove them altogether. 

The war waged by Japan against China is no boon for 
Japanese agriculture. The demand for farm products has 
been stimulated, but many farmers, having no surpluses to 
throw on the market, have not been able to reap the benefits 
of higher prices. Moreover, it is stated that the movement in 
prices of agricultural products have not kept pace with the 
rise in prices of articles which are essential to the farmers; 
while quotations of agricultural products have recently ad- 
vanced, they are far below those of articles commonly 
purchased by the rural population.” In addition, the war 
deprived many farms of their principal workers, absorbed 
considerable numbers of livestock, and utilized so much ferti- 
lizer that the farmers have been having difficulty in obtaining 
a sufficient volume for their own use. 

Various measures have been adopted since the outbreak 
of the Sino-Japanese war to assist the rural sections of the 
country. Chief among them are the Farm Adjustment Law 
and the Temporary Farm Debts Liquidation Law, both of 
which were enacted on April 2, 1938. 


41 Tbid., p. 123. 
2 Monthly Circular of Mitsubishi Economic Research Bureau, p. 8. June 1938. 
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The first one is related to the creation and maintenance 
of new farm proprietors, the adjustment of tenant-landlord 
relations, and the disposition of farms owned by farmers who 
have been conscripted into the army. Perhaps the outstand- 
ing provision of the Law is the strengthening of the position 
of the tenant with respect to leases. The landlord cannot 
evict a tenant unless sufficient reason, as indicated in the 
Act, is given. The effectiveness or lack of effectiveness of the 
measure cannot be determined at this juncture; it should be 
stressed in this connection that, on the whole, the provisions 
of the Act are rather vague and that the landlords still have 
an important voice in rural matters, particularly where 
their own interests are involved. 

The Debt Liquidation Law does not extend to the farming 
population as a whole but only to “bereaved families and 
families of wounded soldiers living in the countryside.’ 
Under the provision of the Law the Temporary Prefectural 
Committee for the Liquidation of Debts mediates between 
the debtor and creditor concerning the reduction of the 
principal, rate of interest, or period of redemption. The funds 
required to effect debt adjustment are to be supplied by a 
number of government banks, but in all such cases “the 
amount of this special financing by those banks shall be 
within the estimated value of the real property given in 
mortgage.’”* The liability of the Government for any losses 
incurred in the process of this financing is limited to 120 
million yen.” This latest attempt to deal with rural indebted- 
ness differs little from that of 1933; the farmers are asked 
once again to ease the debt burden through the employment 
of their own meager resources. This method was not success- 


ful in the past, and it holds little promise for the present 
or the future. 


Conclusion 


The urgent need of putting Japan’s agricultural economy 
in order has been recognized now by those who shape the 
country’s development. The former Minister of War, General 
Araki, stated that “if we should succeed in solving the 

Ibid., p. 18. 


* Farm debts redemption fund law, Art. $3. Monthly Circular, Mitsubishi Eco- 
nomic Research Bureau, September 1932. 
*6 Ibid., Articles 5, 6 and 8. 
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agrarian problem, it would be easier to solve the remaining 
serious social problems.’* But despite such expressions of 
grave concern, the measures enacted to aid agriculture were 
not sufficient to accomplish the task at hand. 

To be sure, the task is a tremendous one and, under the 
present circumstances, some of its aspects hardly lend them- 
selves to a solution. Assuming that Japan’s farming area 
could be expanded by 3.5 million acres,”’ and that it would be 
economically advisable to do so, the total crop area would 
reach 18.5 million acres, or an average of 0.7 acres per capita. 
According to Japanese students of the problem this would 
be 0.5 acre short of the minimum requirement. Only exceed- 
ingly rapid industrialization or large-scale overseas migration 
could achieve this minimum standard. It is reasonably cer- 
tain, however, that for years to come neither development is 
likely to take place, and the fundamental problem created 
by a great pressure of population on a very limited land area 
will undoubtedly continue to hamper the country’s rural 
progress. 

Notwithstanding the restrictions imposed by the problem 
of “many men on little land,” the plight of the Japanese 
farmer can be alleviated to some extent by scaling down 
indebtedness, lowering interest rates, improving credit facili- 
ties, levying more equitable taxation, and by making a 
serious attempt to eradicate the evils of the existing tenancy 
system. All these things cannot be achieved by self-help, 
spiritual regeneration, and the oft-repeated statement that 
the farmers are the mainstay and backbone of the nation. 
Improvement of rural conditions can hardly be attained now 
without subsidizing the subsidizers—as the Japanese farmers 
may be truly called. 

This is a line of action that requires large financial outlays, 
which the farmers are manifestly in no position to supply. 
Moreover, the ever-mounting expenditures in consequence of 
Japan’s war against China leaves little, if anything, for rural 
reconstruction. It is likely, however, that at some future 


26 Contemporary Japan (Collections of Essays in Russian) p. 73. Moscow, 1934. 

7 Shiroshi Nasu, Population and food supply in Japan, in Problems of Pacific. 
ita of Second Conference Institute of Pacific Relations, p. 343. Honolulu, 
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date the very policy of expansion which involves the use of 
the army may give the demand of the farmers a friendlier 
reception. To the army, “the agricultural population con- 
stitutes Japan’s first line of defense’; consequently, that line 
must be strengthened. Since stop-gap measures have proved 
inadequate, a thorough treatment of the country’s number- 
one problem may yet become the order of the day. Mean- 
while, all one can do is to register the fact that, although talk 
about agricultural reform has become a favorite pastime of 
the leading political parties of the country, the farmers are 
still struggling against heavy odds, which they cannot over- 
come singlehanded. 


THE EQUILIBRIUM METHOD OF TARIFF 
ANALYSIS APPLIED TO EGYPTIAN 
UPPERS COTTON 


C. F. 
Bureau of Agricultural Economics 


HE equilibrium method of tariff analysis' has not, to 

date, been frequently used in the analysis of actual 
tariff problems. Though there has been some disagreement 
concerning the theory and simplifying assumptions under- 
lying the method, it is believed that its failure to be more 
widely used has been principally due to two other reasons. In 
the first place, the mathematical statement of the method, 
that is, the equilibrium formula, has been a barrier to the 
understanding and use of the method by economists who 
have not had mathematical training. Even the graphic form 
of the method presented by Henry Schultz} leaves an initial 
impression of great complexity. The second and much more 
important reason has been the difficulty of estimating, with 
sufficient accuracy, the four elasticities required; namely, the 
elasticity of the domestic demand curve, the elasticity of the 
foreign demand curve, the elasticity of the domestic supply 
curve, and the elasticity of the foreign supply curve. These 
elasticities must be estimated in order that these curves may 
be drawn, and it is these four curves which, in the equilibrium 
method, determine the price and quantity incidence of any 
change in a duty if there is no important substitute for the 
product. 

In order to promote a wider understanding of the me- 
chanics of the method, the first section of this paper presents 
a simplified graphic equilibrium method of determining the 
incidence of a duty when it is assumed that the demand 
and supply curves required are known. The duty on long 
staple cotton as it affects Egyptian Uppers cotton is used 

1 An explanation of the equilibrium method of analyzing the effects of a duty is 
given in an article by Henry Schultz, Correct and incorrect methods of deter- 
termining the effectiveness of the tariff, Journal of Farm Economics, 17 (4), 1935. 
Mr. Schultz credits the method to A. C. Pigou, The known and the unknown in 
Mr. Chamberlain’s policy, Fortnightly Review, January, 1904. Mr. Jacob Viner in, 
Studies in the theory of the international trade, 1937, page 589 and footnote 15, page 


591, states that the equilibrium formula is essentially an algebraic application of 4 
graphical analysis of the incidence of a duty developed by Cunyngham in 1904. 
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as an illustration. This graphic method is simpler than the 
graphic methods presented by Henry Schultz, since it does 
not involve the use of any curves derived from the original 
demand and supply curves for the product. While the 
elimination of these derived curves makes the actual process 
of determining the incidence more cumbersome than the 
graphic process described by Henry Schultz, the advantages 
are that it is easier to understand and that it emphasizes 
certain aspects of the equilibrium method which need 
emphasis: namely, that all effects of a change in a duty are 
determined by the basic curves existing at the time the duty 
is changed; that all curves derived from these are merely 
labor-saving devices and are not necessary to the use of the 
equilibrium method; and that none of the basic curves are 
shifted by the change in the duty, unless a substitute for the 
dutiable article is present in one or both of the markets. 

The remainder of the paper deals with the more important 
limitation on the usefulness of the equilibrium method; 
namely, the difficulty of estimating the elasticities. The ap- 
proach to this problem is not that of developing better 
methods of deriving demand and supply curves from time 
series. On the contrary, the approach is that of developing a 
formula which, in the special case to which it applies, will 
give a usable limit on the price incidence of a tariff without 
requiring the estimation of any of the actual elasticities 
involved. 

Using the domestic price incidence of the removal of a 
7-cent duty as an illustration, a “usable lower limit” on that 
incidence might be a finding that the removal of the duty 
would lower the price in the duty-changing country more 
than some figure close to the full amount of the change in the 
duty, for instance, 6.5 cents. Just how close to the full change 
in the duty such a lower limit has to be in order to be 
“usable” will naturally depend upon the use to which the in- 
formation is to be put. There are probably situations in which 
it would be useful to know that the fall in the domestic price 
would be at least 4 cents out of the 7 cents. But as used in 
this paper a “usable limit”’ is thought of as one which leaves 
a range for variation in the price incidence of less than 20 
per cent of the duty. There may also be usable upper limits 
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on the price incidence of a duty. For instance, a finding that 
the removal of the 7-cent duty would not lower the price in 
the duty-changing country more than one-half cent would 
be a usable upper limit on the domestic price incidence of the 
7-cent duty. 

In this paper a formula for a lower limit on the domestic 
price incidence of a duty is developed for only one type 
of special case. It is believed, however, that further work 
with the equilibrium method will uncover many other special 
cases for which formulas may be developed, which will yield 
usable limits on the price and quantity incidence of the duty 
without the necessity for estimating any of the actual elas- 
ticities. It is believed that the development of these special- 
case formulas will, in the future, greatly increase the applica- 
tion of the equilibrium method to actual tariff problems. 


A Simplified Graphic Equilibrium Method of Determining 
the Price Incidence of a Duty, Assuming the 
Demand and Supply Curves are Known 


An analysis of the effect of the 7 cents per pound duty 
on long staple cotton (cotton having a staple length of one 
and one-eighth inches or longer) on the price of imported 
Egyptian Uppers cotton during the seven years beginning 
August 1, 1930? gave rise to the average prices and quantities 
used in figure 1 and also to the estimated demand and supply 
curves used in that figure. No United States supply curve for 
Egyptian Uppers cotton is shown in figure 1 because no cot- 
ton having all the characteristics of the imported cotton is 
produced in the United States. American long staple Upland 
cotton is on an export basis. This and other facts indicate 
that the American long staple cotton competes with Egyp- 
tian Uppers, both here and abroad as a substitute, rather than 
as the same product (see J beginning bottom p. 648). The 
procedure is, therefore, to use only the demand and supply 
curves for Egyptian Uppers cotton in arriving at a first ap- 
proximation of the incidence of the duty and later (see pages 
649-650) to show that, in the case of Egyptian Uppers, if 

? This analysis appears as an appendix to a report entitled: The tariff on long 
staple cotton and its effects, by C. F. Wells and Maurice R. Cooper, issued in 


mimeographed form by the United States Department of Agriculture, Bureau of 
Agricultural Economics in July 1938. 
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the effect of the substitute cotton could be allowed for, 
the domestic price incidence would be greater than that indi- 
cated by this first approximation. 

In figure 1 the actual average post-duty prices of Egyptian 
Uppers cotton and the quantities produced, consumed, and 
imported, in both the United States and the foreign market, 
are shown by the solid price and quantity lines as being in 
“equilibrium” with the duty in effect, and the broken price 
and quantity lines indicate a new “equilibrium” situation 
for the same period but without the duty in effect, hereafter 
referred to as the “‘without duty” equilibrium. 

For the prices of Uppers in the United States and foreign 
markets to be in equilibrium when any set of supply and 
demand curves is given, if the United States is importing 


the product, the prices in the two markets must meet both 
of the following requirements: 


1. The prices in the two markets must differ by the amount of 
the duty, if any, plus freight and any other non-duty costs 
of importation. It is obvious that this must be true if Uppers 
continue to be imported, since the importers would not con- 
tinue to bring this cotton in and sell it at Jess than their total 
cost laid down duty paid in this country. This assumption 
gives rise to the concept of “‘equivalent prices” which is used 
in the following discussion. With any given duty-paid price 
in this country, say 22 cents per pound, the “equivalent” 
foreign price in any given foreign market would be 22 cents 
less our duty and less all non-duty costs of importation. It is 
also assumed in this connection that a change in the duty will 
not change non-duty costs of importation where imports con- 
tinue. 

. The prices must intersect the demand and supply curves at a 
level at which the quantity the United States will be willing 
to import just equals the quantity the foreign market is will- 
ing to export to the United States. 


Owing to the fact that there is no United States production 
of Egyptian Uppers or of exactly similar cotton, and owing 
to the omission of carry-over from the calculations because 
of the lack of information concerning foreign carry-over, 
domestic consumption of imported cotton for the 7-year 
period is assumed to be equal to imports, and the United 
States demand curve is, therefore, supposed to represent the 
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relationship between price and imports as well as between 
price and consumption. In the foreign market the lack of 
carry-over data necessitates the use of production figures 
to represent supply, and the supply curve is, therefore, as- 
sumed to represent the relationship between price and pro- 
duction, rather than between price and supply available for 
sale or carry-over. Finally, foreign consumption is estimated 
by deducting United States imports from foreign production, 
and the foreign demand curve is, therefore, supposed to 
represent the relation between the foreign price and foreign 
consumption thus estimated. Under these assumptions the 
second requirement is equivalent to saying that the United 
States price line must intersect the domestic demand curve 
at a level at which imports will equal the difference between 
the foreign consumption and the foreign production as set 
by the intersection of the equivalent foreign price line with 
the foreign demand and supply curves. 

An examination of the solid price lines in figure 1, repre- 
senting the equilibrium condition with the duty in effect, 
will show that these price lines have been drawn at levels 
at which they fulfill both of the above requirements. With 
respect to the first requirement, it will be seen that the 
foreign price averaged 10 cents per pound lower than the 
domestic price (11.97 cents as compared with 21.97 cents) 
which spread is greater than the 7-cent duty by about 3 
cents, the approximate average spread between the New 
England price and the Alexandria price during several year 
prior to the enactment of the duty in June 1930. 

As to the second requirement, it will be seen that the 
domestic price line at 21.97 cents intersects the domestic 
demand curve at 35,900 bales on the scale representing 
United States imports. The equivalent foreign price line at 
11.97 cents cuts the foreign demand curve at a consumption 
of 1,076,100 bales and the foreign supply curve at a produc- 
tion of 1,112,000 bales on the quantity scale in the foreign 
market. Thus, at a foreign price of 11.97 cents, foreign 
countries were willing to export the difference between what 
they were willing to consume at a price of 11.97 cents (or 
1,076,100 bales) and what they were willing to produce at 
that price (or 1,112,000 bales) a difference of 35,900 bales. 
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At the corresponding domestic price of 21.97 cents the United 
States was willing to import the 35,900 bales. Thus, the solid 
lines in figure 1 represent an equilibrium condition with the 
duty in effect. 

With the demand and supply curves shown, if both the 
United States and foreign prices had been higher than those 
shown by the solid price lines in figure 1, the United States 
consumers would have been unwilling to import as much as 
would have been available for export to the United States 
in the foreign market. If both prices had been lower than the 
solid price lines shown in figure 1, the opposite type of 
disequilibrium would have existed. 

Turning next to the determination of the “without duty” 
equilibrium prices, it would seem that the removal of the 
duty should not, in itself, cause much change in non-duty 
costs of importation. Furthermore, it would seem reasonable 
to assume that competitive forces would reduce the inter- 
market price spread by an amount about equal to any 
reduction in the total costs of importation that would result 
from the reduction in the duty. These assumptions would 
lead to the expectation that after the removal of the 7-cent 
duty the intermarket price spread should decrease by about 
the amount of the duty or until it equaled remaining costs 
of importation, or 3 cents. Assuming that after the removal 
of the duty the intermarket price spread would be 3 cents, 
the next question is the determination of the absolute level 
of the price in each market in the absence of a duty. A 
graphic trial-and-error method of finding these without-duty 
equilibrium prices consists of moving the broken price lines 
in both markets up or down the curves in figure 1, always 
keeping the intermarket price spread constant at 3 cents 
until a level is reached at which their intersections with the 
curves equate the United States demand for imports to the 
foreign supply of United States imports at the new prices. 
In other words, the broken price lines in the two markets 
with a 3-cent spread are shifted up or down until they inter- 
sect each of the three curves at points at which the quantity 
on the scale representing United States imports equals the 
difference between foreign production and foreign consump- 
tion on the base scale in the foreign market. It will be noted 
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that the broken price lines in figure 1 meet this second re- 
quirement for a new equilibrium at a new United States 
price of 15.23 cents, and at a new foreign price of 12.23 cents. 

The “without-duty” foreign price of 12.23 cents per pound 
is only 0.26 cents per pound higher than the “with-duty”’ 
foreign price of 11.97 cents per pound. In other words, with 
the demand and supply curves used in figure 1 and under the 
assumption that the removal of the duty would not change 
the positions of the curves themselves, the removal of the 
duty would have had very little tendency to raise the foreign 
price of Uppers. 

The results in this first case were obtained by using con- 
stant elasticity curves instead of straight line curves. In 
order to test the importance of this decision, the price in- 
cidence has been recalculated in case 2, using straight line 
curves. A comparison of the results in case 2 with those in 
case 1 will show that about the same results are obtained 
under either method in the case of Egyptian Uppers. 


Elasticities used! Results of removing the 7-cent duty 


For- U. S. Price Foreign Price 


eign 
sup- | With Inci- | With Inci- 
ply | duty duty dence | duty duty dence 


constant 


elasticity 0.1 | 21.97) 15.23) —6.74) 11.97) 12.23/+0.26 
straight 


line? -5| 0.1 | 21.97) 15.09] —6.88) 11.97] 12.09}+0.12 


1 There is no domestic production, and, therefore, the elasticity of the domestic 
supply is known to be zero in both cases. 

? The elasticity of the domestic demand applies only at point P, that of foreign 
demand at point R, and that of foreign supply at point S in figure 1, since the 
schedules are straight lines in case @. 


In the following section, material will be presented which 
will permit the reader to form an opinion concerning the 
reliability of these results in the case of Egyptian Uppers. 
The formulas used in the next section are derived from Henry 
Schultz’s formula which assumes straight line demand and 
supply curves. Therefore, the findings in the next section 
will be directly comparable to case 2 results rather than to 


Type of 
num-| curves | Do- For- | ee 
ber used mestic} eign 

de- de- 

mand | mand 
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case 1 results. Since, however, case 2 indicates about the 
same price incidence as case 1, it follows that the findings 
of the following section are almost as applicable to case 1 
as to case 2 results. 


A Special Case Formula for Estimating a Lower Limit 
on the Price Incidence of a Duty 


The usual exposition of the equilibrium method of deter- 
mining the effects of a duty on a single commodity, describes 
the simplest possible case, namely, one in which there are 
assumed to be only two countries or markets, the duty- 
changing country, and all other combined and treated as a 
single foreign country or market. It is also usually assumed 
that there is no important imperfect competitor or substitute 
for the commodity in either market. It is also assumed that 
there is competition among buyers, that there is an inverse 
relationship between price changes and resulting changes in 
consumption, and that there is competition among producers 
and a positive relationship between price changes and result- 
ing changes in production. In order to facilitate the mathe- 
matical calculations, it is also usually assumed that the 
demand and supply curves involved are straight lines on 
arithmetic grids within the range likely to be involved in 
any given tariff change. It is also usually assumed that the 
product is being imported by the duty-changing country 
and that a change in the duty will not stop imports. It is 
also assumed that, if the duty-changing country is importing 
the product, the price in that country will exceed the price 
in the foreign country of origin by the exact amount of any 
duty in effect, plus all non-duty costs of importation, and 
that a change in the duty will not change the latter. Finally, 
at equilibrium, the quantity of imports demanded by the 
duty-laying country must equal the quantity of exports 
supplied by the “foreign” country. All of these assumptions 
appear to be reasonable as applied to agricultural products 
except that in many cases agricultural products have sub- 
stitutes. 

Under these assumptions the incidence of a change in a 
duty on the domestic price is determined by the following 
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formula which is equivalent to Schultz’s formula (8)* and 
which uses the same notation: 


4) — ar 
— + Ys(nataa — Ca%ea) 


In this formula AT is the change in the duty, and Ay, is 
the resulting change in the price in the duty-changing 
country, or, in other words, the domestic price incidence 
of the change in the duty. The ten mathematical quantities 
in the fraction may be defined as follows: 
ya=the equilibrium price in the duty-changing country 
(domestic market). 

y;=the equilibrium price in a representative market in 
any foreign country from which the product is being 
imported. 

taa= the equilibrium quantity of the product demanded in 

the duty-changing country. This is the combined 
quantity demanded of both the domestically pro- 
duced and imported portions of the supply, if the 
product is produced in the duty-changing country, 
as well as being imported. 

tas =the equilibrium quantity of the product demanded in 

all foreign countries combined. 

t.a=the equilibrium quantity supplied in the domestic 

market from domestic sources. 

t.s= the equilibrium quantity supplied to all markets from 

foreign sources. 
na=the elasticity of the domestic demand curve at the 
point of equilibrium determined by y.z and 2xaz. This 
is asssumed to be negative. 

ns=the elasticity of the foreign demand curve at the 
point of equilibrium set by y; and 24;. This is assumed 
to be negative. 

ea=the elasticity of the domestic supply curve at the 

point of equilibrium set by yz and 2,,. If not equal to 
zero, this is assumed to be positive. 


* This formula is equivalent to Schultz’s formula (8) given in the article referred 
to in footnote 1. It differs from Schultz’s formula (9) in that the latter abstracts 


from freight and other non-duty costs of importation, whereas the above formula 
oes not. 
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e;=the elasticity of the foreign supply curve at the point 
of equilibrium set by y; and 2,,;. If not equal to zero, 
this is assumed to be positive. 

Since it is reasonable to assume that market prices and 
quantities approximate equilibrium prices and quantities and 
since market prices and quantities are usually available, it 
follows that the six equilibrium prices and quantities (the y 
and x values) are obtainable or known quantities and only 
the four elasticities are unobtainable or difficult to estimate 
with sufficient accuracy. 

Though the formula for a lower limit on the domestic 
price incidence of a duty which is presented below does not 
require the estimation of any of the four elasticities it does 
involve making an estimate of the maximum value which the 
following demand elasticity ratio could reasonably be ex- 
pected to have in any case to which the formula may be 
applied 


Elasticity of the domestic demand Na 


Elasticity of the foreign demand . ng 


Where nothing at all concerning the relative elasticity of 
demand in the two markets is known it is submitted that the 
best guess is that the elasticity of demand is the same in 
both markets and that the true value of the ratio is therefore 
unity. This is because both demand elasticities apply to the 
same product. Lacking information to the contrary, the pre- 
sumption is that the product is used in both markets in 
about the same way, by about the same class of consumers, 
and competes with about the same substitutes. Though unity 
may be the most probable value of the ratio in such cases, 
what is needed is a value of the ratio high enough so that 
the chances are very small that its true value, if that could 
be determined, would exceed it. The estimate of this maxi- 
mum value of the demand elasticity ratio is the only estimate 
concerning the elasticities that remains to be made in the 
special case to which the following formula is applicable and 
this may be contrasted with the necessity of estimating all 
four of the actual elasticities when using the general equilib- 
rium formula. The larger the maximum value assigned to the 
demand elasticity ratio, however, the lower will be the lower 
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limit on the price incidence that will be obtained by use of 
the formula and therefore the wider the range within which 
the incidence may vary. 

Having decided upon some maximum value for the de- 
mand elasticity ratio on the basis of a study of the commod- 
ity the formula developed in this paper will give the lowest 
price incidence that is possible with that value of the demand 
elasticity ratio and with the known prices and quantities 
involved. 

Letting A’yz represent the change in the price in the duty- 
changing country which would result from a change in the 
duty in the special case which meets all three of the require- 
ments outlined below, if it is estimated that the value of the 
demand elasticity ratio, n2z/n;, is equal to or less than unity, 
then it can be proven‘ that A’y, cannot be less than A’’ya as 
defined in formula (3). 


(3) = AT. 


Ya 


‘In the special case it is known that there is no domestic production of an 
article identical with the dutiable article and therefore it is known that eg=0 and 
t=0. These terms therefore vanish from formula (1) which then becomes: 

ya(nsLas — 
— + YynaXaa 


which, after dividing both the numerator and the denominator of the fraction by 
its numerator, becomes: 


A’ya = 


1 1 


(2) A’ya= AT =————— AT, where 
Ys (ngtas — 
1+ 14+—A 
ya(nsLaz — Ya 
A’'ya is defined as follows: 
1 1 x 
(3) AT = ————_ AT’ where 
yy 2 x 
14 14% B df 
Ya as Yd 
A’’'yais defined as follows: 
1 1 x 
(4) A’’'yg= AT = AT, where C — 
ys 
m Ya Ye 


Formula (4) is used only when the value of na/ny is greater than unity. 

Proof of the proposition that when the value of na/ny is not greater than 1, the 
value of A’ya is never less than that of A’’ya is divided into two parts, first when 
¢=0 and second when ey is greater than zero. 


i+ Ys ad 
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Egyptian Uppers fulfills all three requirements of the 
special case listed below. The analysis of Egyptian Uppers 
which was referred to in footnote 2 led to the conclusion that 
the foreign demand was probably more elastic than the 
domestic demand. This would mean that the value of the 
demand elasticity ratio na/n; was not greater than 1. Insert- 
ing in formula (3) the with-duty prices and quantities con- 
sumed from figure 1 we have: 

1 


(3) A”’ya = 11.97 x 35,900 (— 7) = — 6.88 cents. 


21.97 X 1,076,100 


That is, if we could be sure that in the case of Egyptian 
Uppers the value of n2/n; did not exceed 1 then it would 
follow that the removal of the 7-cent duty could not lower 
the United States price of Uppers less than 6.88 cents per 
pound, regardless of the actual values of the three elastici- 
ties, na, ns, €;. Since the fall in the domestic price could not 


When e;=0 then A in (2) or 


— 
becomes equal to C in (4), or 
NdXad 


nsLaf 

oe when n¢/ny is not greater than 1 then C in (4) is not greater than B in (3) 
Or 

Therefore when ¢,=0 and na/ny is not greater than unity, A=C which is not 
greater than B. Therefore A in (2) is not greater than B in (3) and the value of A’ya 
is not less than A’’yq. 

On the other hand, when ¢y is not zero it must be a positive quantity because it 
is assumed that supply curves have a positive slope. Since demand curves have 
negative slopes the demand elasticities are negative quantities. Therefore when ¢; 
is greater than zero the denominator of A or (ny ray—eyr,s) is larger than the de- 
nominator of C in (4) or ny ray. Since A and C have the same numerator it follows 
that A is less than C. Since C is again not greater than B it follows that A is less 
than B and therefore A’yz is greater than A’’yg when ¢ is a positive quantity and 
when the value of ya/n; is not greater than 1. 

Proof that the value of A’ya cannot be less than the value of A’’’ya, the latter 
being a lower limit on A’yz which assumes that the value of na/ny is greater than 
1, follows from what has been shown above. It follows from the above that when 
e;=0, A in (2) equals C in (4) regardless of the value of na/ns and that when the value 
of ey is greater than zero, the value of A is less than C regardless of the value of na/1y- 
Therefore, regardless of the value of na/ny and of e;, A is never greater than C and 
A’ya is never less than A’’’yg. The limits A’’yag and A’’’ya apply to a wider range 
of cases than the limit which was presented in a note by C. F. Wells and A. Mason 
DuPré, Jr., entitled, ““A special case consumption-ratio formula for the determina- 
tion of a limit on the price incidence of a duty,”” which appeared in the November 
1938 issue of the Journal of Farm Economics. The proofs of the limits presented 
here were suggested by the proof of the consumption-ratio formula. 
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have been greater than 7 cents, the use of A’’yz as a lower 
limit would yield a useful result in the case of Egyptian 
Uppers, if we could be sure that the value of the demand 
elasticity ratio was not greater than 1. 

In formula (3) the fraction 


Ya as 


may be called the price and consumption ratio. It is clear 
that the smaller the price and consumption ratio the higher 
the value of A’’y,. That is, the smaller the consumption in 
the duty changing country compared to consumption in all 
other countries, and the smaller the foreign price compared 
to the domestic price, the higher the lower limit on the 
domestic price incidence that will be obtained with any given 
value of the demand elasticity ratio. 

On the other hand, if the product meets all three of the 
requirements described below, but it is decided that the 
value of the demand elasticity ratio exceeds unity but does 
not exceed some estimated maximum value, W, then the 
demand elasticity ratio may be assigned this limiting value 
W and this value may be placed in (4) together with the 
known price and consumption ratio and solved for A’’’yq. It 
can be proven (see footnote 4) that A’’’y, is a lower limit on 
A’ya the domestic price incidence in the special case when the 
value of n/n; is greater than unity. 

(4) = AT. 
1+ Na Ys Xda 

Formula (3) will, of course, always give a higher, and 
therefore more desirable, lower limit on the domestic price 
incidence than formula (4). That is, A’’’yz is always higher 
than A’’’y, but the former can only be used when it is 
reasonably certain that 72/n; is not greater than 1. 

If it were assumed that the value of the demand elasticity 
ratio in the case of Egyptian Uppers were greater than 1 but 
not greater than 5 then inserting 5 in formula (4) together 
with the price and consumption ratio values used in the 
previous case would give the following result: 
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1 
11.97 x 35,000‘ ~ S42 cents 


5 
21.97 X 1,076,100 


This means that, if it could be assumed that the true value 
of na/n; is not greater than 5, then the fall in the domestic 
price A’y, that would follow the removal of the 7-cent duty 
would not be less than 6.42 cents regardless of the actual 
values of the three elasticities, nz, n;, and e;. In the case of 
Egyptian Uppers there is no known reason for believing that 
the value of the demand elasticity ratio might exceed 5. But 
in order to show how uncritical the value of this ratio is in 
the case of Egyptian Uppers the value of A’’’y2 was calcu- 
lated assuming a maximum value of 10 for the ratio. The 
value of A’’’y, in this case was —5.92 cents. Even as small a 
lower limit on the domestic price incidence of the 7-cent 
duty as 5.92 is still high enough to be useful for many 
purposes where a high degree of accuracy is not required. 

The role of the price and consumption ratio as one of the 
factors contributing to these results for Egyptian Uppers 
needs emphasis. In the first place this ratio, all quantities 
in which are obtainable from market statistics, is present 
both in formula (3) and in formula (4). The value of this 
ratio is very low in the case of Egyptian Uppers cotton 
(0.018) principally because of the relatively small size of the 
United States market for Egyptian Uppers. In the period 
used, the United States average consumption of Egyptian 
Uppers (222) was only 35,900 bales while the average foreign 
consumption (x4) was 1,076,100 bales. In other words, the 
consumption in the duty-changing country was only 1/30 
or about 3.3 per cent of consumption in the rest of the world. 
It is reasonable to expect that more or less regardless of 
differences in the elasticities, the price effect in the small 
market of a change in the duty will be greater than in the 
large market. The fact that the duty was a large percentage 
of the foreign price (y,;) thus causing that price to be only 
55 per cent of the United States price(yz) was a less important 
factor contributing to the results. 

In the case of Egyptian Uppers the value of the price and 
consumption ratio is so low that the decision as to the value 
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of the demand elasticity ratio is uncritical within any range 
which would be at all reasonable. This is shown by the fact 
that in the case of Egyptian Uppers changing the value of 
na/ns from less than unity to 10 only changed the indicated 
lower limit on the domestic price incidence from —6.88 cents 
to —5.92 cents or from 98.3 per cent of the 7-cent duty to 
$4.6 per cent. 


The above formula may be applied to any product: 

(1) which is being imported by the duty-changing country 
when the duty is changed and which continues to be im- 
ported afterwards even though at reduced volume and 
which is not produced in the duty-changing country and 
which either (a) has no important substitute in either the 
duty-changing country or in other countries, or (b) has 
an important substitute only in the duty-changing country 
or (c) has an important substitute both in the duty-changing 
country and in the other countries in which it is consumed 
if information is available which makes it possible to say 
that the price of the substitute in both markets would be 
lowered by the reduction in the duty on the dutiable article. 


Only the third requirement needs further explanation. 
This requirement indicates that the nature of the substitute 
situation for the product being studied is a factor which may 
determine whether or not the formula can be used. The 
reason for this is that the formula does not allow for the 
effect. of the presence of substitutes on the price incidence of 
a change in a duty.® Of course, where there are no important 
substitutes in either market for the product on which the 
duty is changed, (requirement 3) (a) the lower limit on the 


5 The effect referred to is the one discussed by Henry Schultz in his book Theory 
and measurement of demand, page 576. He says “if beef and pork are competing 
goods an increase in the price of either should increase the demand for the other.” 
In other words, an increase in the price of either product shifts the demand curve 
for the other to the right or upwards and vice versa. Henry Schultz’s formula for 
the incidence of a duty is written for a case in which the dutiable article has no 
important substitute. Therefore, his formula does not assume that a change in a 
duty will shift any of the original basic curves for the dutiable article from which 
the formula is derived. But where there is an important substitute, in one or both 
markets, it seems clear that since a change in the duty will change not only the 
price of the dutiable article but the price of its substitutes, that that change in the 
price of the substitutes will shift the demand curve for the dutiable article in one or 
both markets. It follows that since the special case formula for a limit on the 
domestic price incidence of a duty developed in this paper is derived from Schultz’s 
general formula, which does not allow for such shifts, the limit yielded by the special 


case formula always needs a correction where substitutes are present in either or 
both markets. 
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domestic price incidence yielded by the formula can be used 
without correction. Crude rubber may be given as a product 
which would meet requirement 3) (a). 

Cashew nuts may probably be used as an illustration of a 
product which has a substitute only in the duty changing 
country (requirement 3) (b). The United States imports 
most of the world’s output of cashews and the effect of 
substitutes for cashews in the very small foreign market may 
therefore be ignored without great error. On the other hand 
domestic nuts and Brazil nuts probably compete more or less 
with cashews in the United States market. For products of 
this type the lower limit on the domestic price incidence 
obtained with the aid of the formula may be used even if it 
is not possible to correct that limit for the effects of the 
substitutes. This is because the direction of the needed cor- 
rection in the limit may be assumed to be upward and there- 
fore, the uncorrected limit is still a lower limit on the do- 
mestic price incidence of the duty. To say that the correction 
would be wpward means, for instance, that if the formula 
indicated that the domestic price would fall at least 1.8 cents 
as a result of the removal of the 2-cent duty on cashews, 
that this 1.8 cents would be higher if allowance could be 
made for the effect of the presence in the domestic market 
of nuts competing with cashews. The reason it is probable 
that the correction would show that the price would fall 
more than the 1.8 cents indicated by the formula is that the 
formula does not allow for the shift to the left in the United 
States demand curve for cashews that would be caused by 
the fall in the price of competitive nuts which would result 
from the removal of the duty on cashews (see footnote 5). 

Where a dutiable article has important substitutes in both 
the duty-changing country and in other countries the limit 
yielded by the formula needs a correction for this fact and 
it is only when this correction is upward (requirement 3) (c) 
that the limit can still be used. When the direction of the 
correction is unknown, or when it is known to be downward, 
the limit obtained by the formula cannot be used. 

Egyptian Uppers cotton is used in this paper as an illustra- 
tion of a product which meets (requirement 3) (c). American 
long-staple Upland cotton competes with Egyptian Uppers 
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cotton both in the United States and in foreign markets.® 
Furthermore, though the two cottons are competitive they 
are not perfectly interchangeable in all uses and therefore 
they compete as imperfect substitutes rather than as the 
same product.® The fact that there are simultaneous im- 
ports of Uppers and exports of Upland proves that the eco- 
nomic characteristics of the two cottons are not identical. 
That they must be treated as separate commodities for the 
present purpose is proven by the fact that the tariff acts as 
a wedge between the United States and foreign prices of 
Uppers but cannot act as a wedge between the United States 
and foreign prices of American long-staple Upland, because 
Upland is on an export basis. Therefore, a change in the 
duty on Egyptian Uppers cannot possibly raise the domestic 
prices of both cottons the same amount and depress the 
foreign prices of both cottons the same amount. The tariff, 
if it has any price effect at all, must either raise the price of 
Egyptian Uppers relative to that of American long-staple in 
the United States, or depress the price of the Egyptian cotton 
relative to that of the American cotton in the foreign market, 
or must result in a combination of the two types of adjust- 
ment. An examination of the prices of the two cottons will 
show that the imposition of the duty caused a permanent 
change in the spread between the prices of the two cottons 
in the domestic market. Therefore, the two cottons were 
treated as imperfect substitutes, rather than as the same 
commodity. 

The fact that Egyptian Uppers cotton has an important 
substitute in both the United States and in foreign markets, 
prevents any a priori conclusion concerning the direction 
of the needed correction either in the results of the graphic 
analysis or in the lower limit yielded by the special formula. 
It was concluded, on the basis of another analysis, however, 
that the effect of imposing the duty on Egyptian Uppers 
and other long-staple cotton was to raise slightly the price 
of the competitive American long-staple cotton, both in the 
United States and in the foreign market.* It is therefore 
believed that, if the duty on long-staple cotton were re- 


* This proposition is not demonstrated here but is supported by material pre- 
sented in the report referred to in footnote 2. 
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moved, the result would be a slight decrease in the price of 
the American long-staple cotton in both markets. 

Since the two cottons are competitive in certain uses, a 
fall in the price of American long-staple Upland in any given 
market would cause consumers of Egyptian Uppers in that 
market to buy less Egyptian Uppers at any given price than 
they would if the price of the American cotton had not fallen. 
In graphic terms this means that a decrease in the price of 
the American cotton in a given market would shift the de- 
mand curve for Egyptian Uppers in that market to the left. 
Since it is believed that the removal of the duty from im- 
ported long-staple cottons would reduce slightly the price of 
American long-staple Upland in both the United States and 
foreign markets, the effect of the removal of the duty would 
be to shift both the United States and foreign demand curves 
for Egyptian Uppers slightly to the left of their positions 
shown in figure 1. 

It follows that the domestic price decline of —6.74 cents 
obtained by the use of the unshifted curves in figure 1 and 
the minimum declines of from 5.92 to 6.88 cents obtained 
by means of formulas (3) and (4) are all too.small because 
neither method allows for the shift to the left in both demand 
curves that would have been caused by the interaction with 
substitutes. For these reasons, in any case similar to Egyp- 
tian Uppers, in which it is likely that the reduction in the 
duty would reduce the price of the substitute, the correction 
in the lower limit on the domestic price incidence obtained 
by means of formula (3) or (4) would be upward and there- 
fore still of value if it is usably high even though the upward 
correction cannot be made. 

The conclusion derived from the analysis in this section 
is that there is at least one type of special case, which is 
probably fairly common, in which the domestic supply elas- 
ticity is known; in which the foreign supply elasticity may 
be given any value; and in which the other known elements 
of the equilibrium formula are of such a value that the guess 
which must be made concerning the maximum value of the 
ratio (not the actual values) of the two demand elasticities 
may contain a very large error without causing a serious error 
in the limit on the price incidence which is then indicated. 
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NOTES 


COMPARISON OF SMALL AND LARGE FARMERS 
UNDER PRORATION SCHEMES 


California producers of fruits and vegetables have discussed 
“over-production” for more than half a century. It was in the 
middle 80’s that such discussion led to the formation of the first 
state-wide fruit marketing organization, the California Fruit 
Union. 

The history of the cooperative movement in California from 
that time to the present is replete with discussions of one sort or 
another of controlled marketing schemes. Innumerable member- 
ship campaigns had as one of their goals the control of from 75 to 
90 per cent of the commodity involved. 

At first most of these schemes involved cooperative marketing. 
Later, when it became evident that “Cooperative mindedness” 
was at a premium, control schemes took the form of “clearing 
houses” which most commonly sought to combine cooperative and 
private agencies in schemes designed to regularize the flow to 
market and to equalize distribution markets.! 

Such agitation for controlled marketing largely grew out of the 
fact that many California crops were planted in the expectation 
that markets would be found in the East at prices which would 
normally return California producers only about 25 to 35 per cent 
of what Eastern consumers would pay. 

A simple illustration may show how a fluctuating market affects 
producers so situated. Suppose producers are shipping early apples 
to New York for which California producers get a gross price of 
$1.00 per box but which the Eastern consumer buys by the “quar- 
ter’s worth” at a rate which equals $4.00 a box. Suppose now 
that excessive shipments reduce the price in New York by $1.00 a 
box, equivalent to 25 per cent of the retail price. If such a decline 
is passed on to the California producer, as is ordinarily done when 
the relatively fixed transportation and marketing costs must first 
be met, the producer’s price obviously goes to zero. 

Each of the numerous voluntary control plans tried by California 
producers quickly brought into clear relief the advantageous posi- 


1 For a more detailed discussion of these clearing houses, see Kraemer, Erich and 
H.E. Erdman. History of cooperation in the marketing of California fresh deciduous 
fruits. California Agr. Exp. Sta. Bul. 557, p. 171. September 1933. 
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tion of the non-cooperator. This point was brought out with par- 
ticular clearness in a voluntary grape control plan operated in the 
fall of 1932. Plans had been developed for a voluntary proration 
of shipments during that season, and shippers representing 85 per 
cent of the crop, had agreed to cooperate. The scheme worked well 
during the first few weeks, but operations were given up at the end 
of the fourth week because by that time the non-cooperating ship- 
pers who had but 15 per cent of the total tonnage were actually 
making 50 per cent of the shipments. 

Disgust with voluntary controls led to agitation for a compulsory 
control scheme which might be made effective on all when a sub- 
stantial majority of producers of a given crop might vote for it. 
This agitation led to the passage by the California Legislature in 
the spring of 1933 of the “California Agricultural Prorate Act.’ 

Throughout the earlier period much was said about “holding 
the umbrella” over the non-cooperators. As might have been ex- 
pected, the adoption of compulsory proration schemes developed 
heated controversy in which the non-cooperator instead of the 
cooperator took the lead. In the past year much of this controversy 
has centered on the effect of proration on small as compared with 
large farmers. This particular sort of agitation by and among small 
farmers and laborers in opposition to the Prorate Act came as a 
surprise to most of the large operators and to the members of the 
control boards themselves, most of whom had assumed that a pro- 
rate scheme if it raised prices at all, did so equally for large and 
small, and that that answered the question of desirability of such 
a scheme. 

The issue was, of course, not clear-cut. Some of the large opera- 
tors were bitterly opposed to such schemes, and many small ones 
favored them. 

As I have listened to the various agruments advanced not only 
by the extremists on both sides but by middle-of-the-roaders, it 
seems to me that the following are the main points on which large 
and small farmers differed: 

1. The small operator contended that his operations were so 
small now that if his sales were curtailed, he would not have 
enough left to provide a living for his family. 


? For a discussion of the provisions of this act as enacted in the spring of 1933, 
see Erdman, H. E. The California Agricultural Prorate Act. Jour. Farm Econ. 16: 
624-636. October 1934. 
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2. It was contended that the little fellow too often gets an un- 
fair appraisal in the establishment of shipping quantities under a 
prorate scheme. 

3. It was contended that the small farmers were often over- 
looked not only in consideration of the way plans would work, but 
in discussions preparatory to establishment of such control schemes. 

4. It was contended that prorates are, as a matter of fact, estab- 
lished by the big producers purposely to “squeeze” the small ones. 

5. Small producers perhaps more commonly than large ones have 
contended that curtailment schemes are useless and offer as proof 
the fact that prices under proration schemes during the past year 
in particular have been lower than in previous years without such 
schemes. 

Under the earlier voluntary schemes there was really no occasion 
for such a controversy, because in the first place, if a man joined an 
association, all of his product was taken off his hands, and in the 
second place, either the small or the large man could get out of the 
scheme sooner or later by the ordinary process of withdrawal. At 
any rate, I have not come across a single mention of the contrast 
between the way such a proration scheme might affect small as 
compared with large growers in any of the voluminous discussions 
of earlier plans. Much of the discussion indicates clearly a lack of 
understanding of the whole problem. Thus the contention in point 
1 above, that the little fellow will not have enough left to provide 
a living if he is forced to curtail, overlooks the fact that if a scheme 
is effective at all, it will help the small as well as the large operator 
so far as increasing gross returns is concerned. Such a matter as 
unfair appraisal for the small operator may arise out of the fact 
that the small farmer often does not know what his rights are or 
how to exercise, let us say, a right of appeal. 

The above points, commonly brought out in hearings, overlook 
the basic difference only hinted at in the discussions. It seems to 
me that in general there are three points of conflict between large 
and small farmers under most proration schemes, all hinging on 
the fact that the operator’s labor and that of his family are the 
main “stock in trade” of the small farmer: 

1. Small farmers use family labor to a much greater extent in 
their farming operations than do large farmers. Hence curtailment 
of output will affect the net return of the two differently, even 
though the price is raised equally. 
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In order to show a little more concretely how the use of family 
labor affects the income of small as compared with large operators, 


TABLE 1. SuGGESTED APPROACH TO COMPARISON OF SMALL AND LARGE 
FARMERS IN A PRORATE 


s (Figures are hypothetical, and to suggest kinds of data needed) 
ase 
I Assume small farmer works 25 acres, large farmer 475 acres, and that cultural 
costs are $20 an acre, one-half of which represents labor, one-half other expense; 
that harvesting costs $5 a ton at market rates. Hence market values, costs and 
net returns will be: —_— 
ma 


farmer 
(50 tons) 
Value of crop at $15aton 50 tons=$750 950 tons= $14, 250 $15 ,000 
Cultural labor $250 $4,750 
Harvest labor 250 4,750 
Cash costs other 
than labor 250 4,750 
Total costs $750 $14,250 
Net returns 000 000 
Note, however, that the small farmer doing his own work gets $500 above cash 
outlay as a return for his labor. 


Assume conditions are same as in Case I but that under a prorate plan the crop 
is curtailed 20 per cent, and that this raises the price at the farm 33} per cent. 
Some of harvesting costs are eliminated. Market values, costs and returns will 
be as follows: 
Value at $20 a ton,* only 80 per 
cent of crop harvested, 40 tons=$800 760 tons= $15 , 200 $16 ,000 
Cultural labor $250 $4,750 
Harvest labor 200 3,800 
Cash costs 
Cultural 125 2,375 
Harvest 100 1,900 


Total costs $675 $12,825 
Net return $125 $ 2,375 
Note that here the small farmer gets $450 for own labor in addition to the 
above net $125. 
Summary of cash returns: 
Small Large 
Total Income Total Income 
income per acre income per acre 
A. No control $500 $20 $ 000 $000 
B. 80 per cent curtailment 575 23 2,375 5 


* Actually the effect of curtailment on price will vary widely with different crops 
and varying distances from market. 


I have drawn up table 1 purely for illustrative purposes. I think 
most of the assumptions are within reason. The particular figures 
used would indicate that the small operator gains a little, whereas 
the large operator gains a great deal more, assuming the small 
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operator uses only his family labor and the large operator hires 
all the work done. Obviously there will be instances all the way 
between these extremes. In many instances, for example, even a 
small operator growing, let us say, only a single variety of fruit 
would have to hire some help, because the peak load was more 
than he and his family would handle in the limited period within 
which it must be done. 

2. Small farmers frequently sell in the so-called “shorter trade 
channels,” as for example: 

. To consumers at the farm home—as when city consumers 
drive in and make purchases. 

. At the roadside market stand or to operators of nearby 
roadside stands. 

. Delivery to the homes of city consumers or sales at city 
public markets. 

. Sale and delivery to village or city retailers. 

Curtailment for such farmers obviously reduces family or per- 
sonal labor applied as additional marketing service, and for this 
labor there is often no equally good alternative use. This loss is 
in addition to that illustrated in the accompanying table. 

3. The small farmer differs on a third point from the large, 
namely, in the use of his own or his family’s labor in harvesting 
and processing jobs on neighboring ranches or at local canneries. 

An additional point should be made which is of particular im- 
portance in certain crops sold to processors, such particularly as 
olives and canning peaches. In the case of these crops small inde- 
pendent growers sometimes find difficulty in selling at all when 
crops are large, because some processors themselves produce much 
of their own supplies and because other producers belong to coop- 
eratives which will take all their crops. Under a prorate scheme, 
on the other hand, the small operator is given his prorata share of 
the market because even the large operator with his own outlet 
must curtail his deliveries. 


H. E. ErpMAN 
University of California 


INVESTMENT POLICY FOR FARM PURCHASERS 


Often in recent years the young farm purchaser and manager 
has found himself thrust forcibly upon the rocks of bankruptcy 
because he has not understood how to formulate a non-speculative 
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type of investment program. How may such a policy be formu- 
lated? There are some general principles that seem to be pertinent 
to the formulation of such a policy and these may be arrived at 
more effectively if progress toward ownership is broken into three 
stages: (1) the initial, (2) the intermediate and (3) the mature. 

1. In the initial stage immediately after purchase, cash reserves 
and titles to money are at their low point. It is fortunate that this 
particular investment stage should come while the prospective 
owner is still young, while his health risks are relatively small and 
while there is that surplus vitality that will permit strenuous efforts 
to earn outside income if financial emergencies are encountered 
before cash reserves are sufficiently high to provide the needed 
safety margin. The viewpoint or policy of the young investor in 
the initial stage, however, should not be, as it has so often been,! 
to take every cent of surplus or savable income and apply it on the 
reduction of contract or mortgage debt. Rather the viewpoint 
needs to be first to build up cash reserves and titles to money so 
that an adequate safety margin is established. 

Just what is an adequate safety margin depends upon the type 
of farming, the stability of the farm income, the stage of the busi- 
ness cycle, the percentage equity, and the total amount of the con- 
tracted debt. There are also matters of climatic and weather risks, 
health risks and risks arising from pest damage that need to be 
considered in the establishing the level of needed cash reserves. 
This point is clear however: In this initial investment stage the 
first effort after purchase should be to restore ones reserves and 
these reserves should be maintained in the purer form of titles to 
money, that is savings deposits, government bonds, and reserves 
of that general nature. 

There is a second aspect of investment policy that needs atten- 
tion in this initial stage, an aspect that concerns operating capital. 
Investment safety is partly a matter of liquidity. Not all titles-to- 
property investments are equally liquid and operating capital 
investment is much more liquid than real estate investment. Some 
types of operating capital investment are for instance highly sal- 
able and wholly acceptable from a liquidity standpoint. Such would 
be stocks of grain or cotton, live stock and work stock which may 
usually be sold at any time. A young investor gains in liquidity 


1 And as certain modern texts in Farm Credit and recently published experiment 
station bulletins still advise. 
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and even in investment safety by building up and carrying large 
stocks of such operating capital. 

Two major considerations govern the amount of investment in 
operating capital suitable to the initial stage. First, it remains a 
titles-to-property type of investment. That is, its power to com- 
mand money and to liquidate debts is much like that of land or 
real estate itself. The more liquid forms of such capital are the 
farm products themselves, or the ones whose very price deter- 
mines the young farmer’s command over money. Their prices, 
furthermore, are, of the highly fluctuating type. Investment in 
these does not provide as great a safety factor as investment in 
direct titles to money. 

Secondly, there is a sharp limitation to the amount of such 
capital that should be accumulated because of its effect on operat- 
ing economy or efficiency. On every farm there is a most efficient 
proportion between operating and fixed capital. Any offense 
against this optimum reduces the efficiency of operation and, 
hence, income. In the following tables the effect of varying ratios 
of operating and total farm capital on farm labor income illustrate 
this point. Labor rather than farm incomes were chosen because 
it is so largely from labor incomes that farmers in the initial stage 
must make their savings and investments. 

The data serving as a basis for table 1 were drawn from approxi- 
mately 1000 farm management survey schedules gathered by the 
Department of Agricultural Economics of the University of Mis- 
souri over a period of years stretching from 1912 to 1930.? Data are 
universally from corn belt livestock or general farms but, since 
they were obtained from seven different counties, do not all come 
from exactly homogeneous type-of-farming areas. Furthermore the 
numbers of schedules is not the same for each year of the period. 
The table presents, therefore, the results of what may be termed 
a gross or unrefined analysis. 

For farms badly under-equipped with operating capital: that 
is for those with ratios of from 1-10 per cent, labor incomes were 
negative more often than not and averaged $—225. Each increase 
in the ratio of operating capital thereafter, to the highest class for 
which data were available, is accompanied by a decline in the per- 


* The data were obtained in the first instance under the supervision of Pro- 
fessor O. R. Johnson of the Missouri College of Agriculture and have been 
analyzed in detail in a number of experiment station publications. See for instance 
Missouri Agricultural Experiment Station bulletins number 121, 140 and 142. 
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centage of negative incomes and a rise in average incomes. When, 
however, as much as 40-50 per cent of the farm capital was in 
operating equipment the average farm income shows a decline so 
that the optimum ratio, as indicated by these data, occurred at 
the 30-40 per cent ratio class. The number of farms in the last or 
1. Farm Lasor Incomes anp Ratios or Operatine To Totat Farm 


CaPITAL For 937 Missourt Livestock AND GENERAL FARMS FOR THE 
Years 1912-1930 


Ratios of Numbers of Numbers of Average Percentage 
Operating to Positive Negative Labo of Incomes 
Total Capital | Labor Incomes | Labor Incomes Negative 


0-10% 38 58 60.4 
10-20% 285 131 31.5 
20-30% 238 49 17.1 
30-40% 95 16 14.4 
40-50% 24 3 12.5 


680 257 27.4 


40-50 per cent class is so small, however, as to cast a shadow of 
doubt upon conclusions that might otherwise be drawn. 

To strengthen the conclusions therefore a further analysis was 
made. In this latter case data from 433 contiguous farms located 
in Johnson County in an area of relatively uniform soils and type 


TABLE 2. Farm Lazor INcoMEs AND Ratios oF OPERATING TO ToTAL CAPITAL, 
TABULATED BY Farm Capita CLAssEs, FoR 433 Livestock AND GENERAL 
Farms In Jonnson County, Missouri FOR THE YEAR 1912 
LABOR INCOMES 


F Capital Ratio Ratio Ratio Ratio Ratio 
arm Capita 0-10% | 10-20% | 20-30% | 30-40% | 40-50% 


$ 0-$ 5,000 | $ —63 $ 12 $ 166 $490 | $ 169 
5,001- 10,000 —94 114 326 492 294 
10,001- 15,000 —30 286 436 497 —576 
15,001- 20,000 —269 563 726 800 612 
20 ,001-Over —353 452 1179 1736 1200 


of farming were used. These were cross tabulated so as to hold the 
total capital value reasonably constant. Such cross tabulation 
incidentally reduced greatly variations in average size of farms 
included in the various classes. The results are given in table 2. 
It is only fair to note that numbers of farms in the 1-10 per cent 
and the 40-50 per cent ratio classes were somewhat small. The 
data were all for the operating year 1912. 
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Average labor incomes for the 0-10 per cent ratio class were uni- 
formly negative for each total capital class and the greater the 
total capital the greater the loss. In each of the three middle ratio 
classes average labor incomes are positive and show a quite uni- 
form tendency to rise as the total capital invested in the farm 
increases. Average incomes for the 40—50 per cent ratio class, how- 
ever, Show a distinct decline from those of the preceding class and 
the declines occur uniformly; that is for each class. 

The implications of the data of both tables not only corroborate 
one another but accord acceptably with conclusions suggested by 
a priori reasoning. Investment in operating capital can be carried 
so far as to affect adversely labor income.’ The beginning farm 
investor should quite clearly, however, equip himself well since 
there is so clear a response of labor income even to rather consider- 
able outlays for operating capital. Just how far such investment 
should be carried will depend upon the size of farm, type of farm 
and a number of other circumstances. In general, while the farm 
should be well equipped, such investment can be carried too far, 
not only because of its effect on labor income but because of its 
interference with a balanced program of investment. That is after 
a certain point has been reached in operating capital investment 
both liquidity and (particularly) safety are much better provided 
by investment in reserves of titles to money as outlined above. 

2. In the next or intermediate stage, after ones cash reserves 
have been built up to a reasonably adequate figure, the retirement 
of fixed debt incurred for the purchase of land or real estate should 
be the major consideration. However one other matter becomes of 
some considerable importance. One of the hardships of the initial 
stage lies in the fact that the needed investment in titles to money 
yield low rates of return as compared to the rates charged upon 
the debt that has been assumed. Bank deposits yield practically 
nothing. Savings accounts in banks yield only 2 or 2.5 per cent and 
government bonds yield less than 3 per cent at present. On the 
other hand mortgage indebtedness is scarcely ever obtained in 
normal times at a rate lower than 5 per cent or 4 per cent. In the 
initial stages it is necessary to accept this difference between 5 
per cent and 3 per cent as a cost of insuring one’s investment 
safety. In the intermediate stage the effort should be to diversify 


* See also the discussion by Hopkins, J. A., in Iowa bulletin No. 160, The use of 
efficiency factors in analysis of farm records.” Pp. 133-135. 
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ones investment in titles to money so as to obtain a rate of return 
more nearly commensurate with the one that is being paid upon 
the farm mortgage debt. In order to obtain such diversification 
the investor moves away from government bonds and similar 
types of investment and purchases rather the higher grade indus- 
trial bond‘or railroad bond, or perhaps some of the best of the pre- 
ferred stocks. 

3. In the mature stage of investment, after a large part of the 
farm debt has been retired the investor may move still further 
toward a balance in return on titles to property and titles to money. 
In the initial stage the difference in return from titles to money and 
cost of debt are at their maximum. In the intermediate stage they 
approach more nearly to equality and in the mature stage there 
may be little reason for any difference in the two whatever. That 
is one may diversify one’s investments in titles to money and titles 
to property so that the return, on the whole, is equal to the rate 
of interest being paid on the farm mortgage debt. With the retire- 
ment of debt and the growth of ownership equity the need for 
safety declines and the ability to take risks increases. 

Even in the mature stage, however, some investments in titles 
to money of the purer types such as government bonds may be 
advisable but there is also room for such investments as those in 
common and preferred stocks of corporations and the like which, 
while being titles to property rather than to money, yield rela- 
tively high returns, and have the additional advantage that they 
can be quickly converted to cash in times of need. That is, one 
aspect of investment safety concerns liquidity. Common stocks 
are titles to property but they are much more promptly convertible 
into cash than is land or real estate. 

One assumption in all the above has been that farmers and farm 
land investors will have sufficient incomes so that they may save 
something in addition to the costs of the years operation including 
living expenses and the servicing of farm debt. Such an assumption 
may be untenable for a considerable number of purchasers of land. 
In cases where the investor is unable to follow the program out- 
lined herein there are usually one of two underlying faults. First 
the investor may not have the judgement and the capacity to 
enable him ever to own a farm. Each generation must discover 
by the trial and error method those among them who can attain 
ownership; many cannot. Second, those with undeniable capacity 


NoTEs 661 


may nevertheless have made mistakes in their first investment of 
contracting to pay too much or of purchasing too large a property. 
No subsequent investment program can correct for such errors. 

For those actually capable of progressing toward ownership 
there will be years of higher income when crops and prices are 
good and years of less than average income in contrary situations. 
Years of less than average income may reduce cash reserves. Those 
of more than average income may be used to build up cash re- 
serves. Furthermore, for this group there will be growing equities 
with advancement toward the middle and maturer stages of in- 
vestment just outlined. If this progress is maintained the total 
farm income will rise so that the provision for investment in titles 
to money and the later diversification of investment will normally 
become an easier matter with the passage of time. 


Conrap H. Hammar 
University of Missouri 


ECONOMIC ASPECTS OF HYBRID 
CORN—FURTHER CONSIDERED 


The excellent article by Professors Dowell and Jesness on the 
“Economic Aspects of Hybrid Corn” in the May 1939 issue of the 


Journal of Farm Economics deserves the close attention of all 
who are interested in technological developments in agriculture 
and their probable economic effects. Hybrid corn is certainly one 
of the most spectacular technological developments in recent 
agricultural history. 

The purpose of the present note is merely to suggest that there 
are other technological developments perhaps less spectacular but 
of equal importance which need to be considered if the hybrid 
corn development is to be correctly evaluated. It is against a back- 
ground of joint economic consequences of a number of technologi- 
cal forces that we need to appraise the probable effects of any single 
one. 

As technological “tortoise” to our hybrid corn “hare” let us 
consider tame hay. Although less recognized, tame hay has been 
passing through a period of technological development with an 
equally rapid effect on normal yields. The essential technological 
change in the case of both corn and hay has been the increasing 
proportion of higher yielding varieties in the total acreage of each. 
In order to facilitate comparisons, suppose we take the same 12 
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Corn Belt States studied by Dowell and Jesness. In table 1 are 
shown for each State the 10-year average yields of all tame hay 
for the period 1923-32 compared with the 1938 normal yields. A 
word of explanation about the method of computation is necessary. 
Yields for all tame hay were computed for each State by listing 


TaBLeE 1. NorMAL YIELDS OF ALL TAME Hay IN THE 12 Corn Bett 
STATES FOR 1923-32 AND 1938 


Average Normal Percentage in- 
State yield yield crease in normal 
1923-32! 1938? yield 
Tons Tons Per cent 
Eastern Corn Belt 
Ohio 1.11 1.19 7 
Indiana 1.16 1.24 7 
Michigan 1.18 1.26 7 
Illinois 1.20 1.26 5 
Wisconsin 1.46 1.63 11 
Sub-total 1.24 1.34 8 
Southwestern Corn Belt 
Missouri .94 .99 5 
Kansas 1.60 1.58 4] 
Sub-total 1.11 1.14 3 
Northwestern Corn Belt 
Iowa 1.38 1.56 13 
Nebraska 1.61 1.65 2 
Minnesota 1.42 1.54 8 
South Dakota 1.03 .98 —5 
North Dakota 1.16 1.16 0 
Sub-total 1.36 1.46 7 
Total 1.27 1.36 7 


1 Average yields for 1923-32 for each State are computed by weighting the 
1923-32 yield of each constituent type of hay by the 1929-33 acreage of each hay. 
Totals and sub-totals are further weighted by 1938 total acreages in order to com- 
pare with 1938. 

2 Normal yields for 1938 for each State are computed by weighting the 1923-32 
yield of each constituent type of hay by the 1938 acreage of each hay. 


the acreages (for 1929-33 and 1938, respectively) of the constitu- 
ent types of hay included in all tame hay, multiplying each by its 
1923-32 average yield, summing the production totals, and divid- 
ing by the total acres of tame hay. The two sets of yield figures 
resulting from this calculation when compared show the change 
in normal yield of all tame hay due to the change in proportion 
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of the total acreage devoted to higher yielding hays. The average 
increase in yield for all 12 States was approximately 7 per cent. It 
varied from a decrease of 5 per cent in South Dakota where drought 
conditions have greatly reduced alfalfa stands to an increase of 13 
per cent for Iowa. 

It should be noted that there is no forecast in any of this. The 
only assumption involved is that the 1923-32 average yields of 
each class of hay represent a normal yield per acre for that class of 
hay. On the basis of this assumption, these changes in normal yield 
per acre for hay in each of these States actually occurred between 
our base period (1929-33) and 1938. During these same years 
what happened with hybrid corn? According to Dowell and Jes- 
ness, 31 per cent of the acreage of these States, or 16 million acres, 
was put into hybrid corn. On this acreage, increases in yields are 
estimated to have been from 5 to 15 per cent. Suppose we assume 
12.5 per cent. This would amount roughly to 4 per cent or less than 
two-thirds as much as in the case of hay. 

But suppose we go further and assume that the entire antici- 
pated increase in yield of hybrid corn is presently obtained. In 
table 2, by simply carrying Dowell and Jesness’ computations one 
more step we have obtained an estimate of the probable normal 
yield on the entire corn acreage after hybrid corn has been as 
widely adopted as they estimate. For the entire 12 States the 
weighted increase in normal yield is estimated to be 16 per cent. 
This compares with the 7 per cent for all tame hay, already ob- 
tained. If we were to have a further increase in hay yields during 
the next 10 years about equal to that which has occurred since 
1929-33 there would be very little difference in the percentage 
changes. 

Now what does all this mean in terms of production? Dowell 
and Jesness have estimated on the basis of 1929-33 corn acreages 
that hybrid corn would mean an increase of over 300 million 
bushels in production. But from 1929-33 to 1938, for well-known 
causes, there has been a decrease from 65,405,000 to 52,880,000 
acres of corn in these 12 States, or almost 20 per cent. This has 
been more than enough to offset the increase in normal yield. If 
we multiply the 1929-33 corn acreage by average yields for 1923-32 
and 1938 corn acreage by the Dowell and Jesness estimates of 
probable normal corn yields after hybrid corn has reached its 
ultimate adoption we get about 1.5 per cent reduction in normal 
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production as compared with about 7 per cent increase in normal 
production for hay estimated in the same way. 

Since the corn acreage is still about twice as large as the tame 
hay acreage in the Corn Belt and average nutrient production per 
acre is slightly greater from corn than from hay, the 1.5 per cent 


TaBLe 2. AVERAGE YIELDS OF ALL CORN IN THE 12 Corn BELT 
SraTEs FoR 1923-32 anp PRoBABLE NoRMAL YIELDS AFTER 
Hysrip SEED HAS BEEN WIDELY ADOPTED 


Normal yield 

after hybrid’ | Percentage in- 

corn has been | Tease in normal 
widely adopted! yield 


Bushels Per cent 


42.4 16 
41.2 19 
32.8 10 
41.8 16 
36.8 15 


40 . 5? 


Southwestern Corn Belt 
Missouri 29.0 
Kansas 22.2 


Sub-total . 26.7? 


Northwestern Corn Belt 
Iowa 37.8 44.6 
Nebraska 24.0 26.9 
Minnesota 31.2 36.8 
South Dakota 19.2 21.5 
North Dakota 18.5 20.4 


Sub-total 29.9? 34.77 


Total 31.0? 35.9? 


1 Computed from Dowell and Jesness estimates of probable increase in yield per 
acre from hybrid seed and probable percentage of acreage that will ultimately be 
planted to hybrid seed in each state. 


2 Totals and sub-totals weighted by 1938 acreages. 


decrease in corn represents a larger change in feed nutrients than 
the increase of 7 per cent in hay. Likewise a given percentage in- 
crease in corn yields represents a greater gain in feed nutrients on 
a per acre basis than the same percentage increase in hay yields. 
It is apparent that the relative future significance of these two 
technological developments will depend upon future trends in the 
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total acreages of the two crops which may be influenced by many 
other factors in addition to yields per acre. 

Perhaps these few comments are enough to indicate that further 
study not only of hybrid corn and improved hay, but of other 
technological developments will be fruitful. 


R. L. MicHELL 
Bureau of Agricultural Economics 


THE MUNICIPAL MILK PLANT OF WELLINGTON, 
NEW ZEALAND 


The problem of developing a workable and efficient system of 
milk distribution, a question that concerns us considerably in the 
United States today, was satisfactorily solved by Wellington, New 
Zealand, a city with a population of about 143,000. Since 1918, 
milk has been distributed by the city-owned Milk Department 
which operates as a semi-monopoly.' The Municipal Milk Act 
grants the city a monopoly and private distributors have been 
eliminated except for small producer-distributors.? 

Wellington has pasteurized, bottled and distributed its milk in 
a centralized system that seeks to rationalize milk distribution by 
eliminating duplicated effort. Thus, delivery overlapping, which 
occurs when many distributors deliver milk in the same area, is 
minimized, and maximum plant capacity is utilized. Each morn- 
ing, city milk wagons are sent out with full loads of about 80 
gallons of milk (400 quarts or 800 pints—usually a mixed load) 
and large lorries make several trips to these field wagons to replen- 
ish their milk supply and save their return to the central station 
for refill. No other wagons operate (except those of small licensed 
producer-distributors); duplication is thus minimized and full 
capacity realized. Nearby farmers are allowed to sell up to 30 
gallons of milk per day and are, with few exceptions, not allowed 
to purchase milk for resale except from the City Milk Department. 
They distribute approximately 2,000 gallons per day as compared 
to 5,300 gallons distributed by the Department.’ 

Milk is bought by the Milk Department from the Wellington 

1 Wellington City Council, The Milk Committee: A brief history of the munic- 


ipal milk supply. Wellington, New Zealand. 

Wellington City Council, The Milk Committee: The realization of an ideal. 
September 1931. 

? The Wellington City Milk Supply Act, 1919, No. 17, Sec. 6. 

3 Op. cit. Realization of an ideal p. 14. 
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Dairy Farmers’ Cooperative Association. Prices to producers are 
determined by: (1) butterfat content and weight, (2) a basic price, 
payable in the summer season of eight months, founded on the 
prices of New Zealand butter in Wellington and London (each 
carrying one quarter weight) and the price of New Zealand cheese 
in London (carrying two-quarters weight). Compensation is made 
for the cost of licensing dairies, the extra expense incurred by cool- 
ing fluid milk, and for the loss of by-products. (3) A premium is 
allotted for winter milk (four months) which is added to the basic 
price or the average price paid for the preceding summer season 
with a guaranteed minimum.* 

Retail prices are fixed in advance by estimates of forward costs 
of milk and cream to the Milk Department for the coming season. 
(Fluid milk is not standardized, that is, it is sold as received and 
not skimmed to minimum requirements as the practice is in the 
United States). This system of price determination is economically 
sound since prices are not fixed arbitrarily but rather depend to 
a large extent on the wholesale market prices of butter and cheese 
which represent the alternative uses to which fluid milk may be 
put. Milk prices are placed in direct relationship to market condi- 
tions and vary with these conditions although a floor is set by 
guaranteeing a minimum price and by compensation for the extra 
cost of producing fluid milk. However, prices vary above this floor 
as market conditions warrant. Thus, instead of fixed prices deter- 
mined arbitrarily or by rigid cost of production study, market 
adjustment is made automatically in the price formula. 

For either retail or wholesale prices, “the council’s attitude has 
been at all times to balance as far as possible conditions between 
producers and consumers so that farmers shall be encouraged to 
produce . . . sufficient milk to meet the needs of consumers... 
at a reasonable price.’ 

To eliminate costs that tend to raise the price of milk, the Milk 
Department has instituted a non-credit system for retail milk sales. 
Tokens take the place of money and are distinguished in metal 
and shape for summer and winter milk, (different prices) and for 
quantity. Filled bottles are exchanged for empty bottles plus 
tokens that must be surrendered on delivery of fresh milk each 
morning. No milk is delivered if no bottle and token are obtained. 


‘ Ibid. p. 8-9. 
5 Ibid. p. 10. 
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In this way, responsible consumers pay for bottle breakage and 
the Milk Department has no credit problem, thus eliminating two 
cost factors which tend to increase the price of milk. This feature 
of the system is not entirely desirable. There is a possibility of con- 
sumer oversight in placing tokens and bottles on the threshold 
each morning, a deficiency that can cut consumption by excluding 
forgetful purchasers from sales, and also minimize the service 
utility that the routeman performs by delivering milk without 
fail each morning, even if consumers overlook placing bottles and 
tokens on their doorsteps. Part of valuable milk service stems from 
the fact that consumers do not wish to be burdened by remember- 
ing their milk needs for each day. The partial solution for this prob- 
lem is payment in advance. 

Provision is made for the poor in the Act that created the 
Municipal Milk Department. “The Council may, out of its District 
Fund, purchase milk for the purpose of supplying the same to the 
poor, and may supply the same free or at such reduced charge as 
it thinks fit to such persons.””6 

From 1923-1931 profits have been shown by the Department, 
although up to 1923 losses were incurred in adjusting the business. 
In the period 1935-1936, a loss of £23 was indicated and in 1936-— 
1937, profits amounted to £5,344. In 1936-1937 the average cost 
of first grade milk delivered to the depot was 11.162 pence per 
gallon of which farmers received 10.485 pence per gallon after 
transportation cost had been deducted. The average price per gal- 
lon of milk sold was 21.249 pence leaving a margin of spread of 
10.087 pence including profit of 9.568, excluding profit. The average 
retail selling price of bottled milk was 23.083 pence per gallon.’ 
(The New Zealand Pound is valued at $3.77 or 1.57¢ per pence as of 
June 14, 1939.) The Milk Corporation is exempt from land and 
income taxes but pays regular rates for electricity and water. 

The benefits of this municipally owned and operated enterprise 
are: 1. High quality milk supplied to the citizens of Wellington, 
both rich and poor. 2. An efficient, low cost and workable system 
for both farmers and consumers. 3. The development of the best 
type of milk plant for the municipality. 4. The return of profits to 
the consumer in the form of lower prices and taxes. 5. Development 
of community consciousness and cooperation. 

* Wellington City Milk Supply Act, 1919. No. 17, Sec. 14. 


"Herron, R. E., General Manager Wellington Municipal Milk Plant. Type- 
written Statement of Revenue and Expenditure, for year ending March 31 ,1937. 
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Such municipal operation has been undertaken on a small scale 
in the United States since October 1918 in the town of Tarboro, 
North Carolina.® 


Kung 
Clark University 


INTENSITY AND LAND RENT—A REJOINDER! 


The disturbing of the comfortable dogma that intensity and 
rent are direct corollaries of one another was sure to excite protest. 
The MacFarlane reply to my “Intensity and Land Rent”’ article 
is such a protest albeit a protest of a particular type. He does not, 
in so many words, disagree with the fundamental thesis of my 
article that there is no necessary relationship between intensity 
and rent though he speaks with great sympathy of those types of 
land classification that attempt to grade land upon the basis of 
differing intensities. His own stand is, therefore, somewhat vacil- 
lating. 

His first specific point is based upon a misapprehension of the 
general content of my article. He states that I wish to make a 
world wide classification of land upon the basis of variations in 
capacity and efficiency. I have, however, no such desire and have 
indicated my stand with respect to the theory of land classification 
in quite other terms.? To maintain that intensity of use is not a 
proper basis for classifying land, save, perhaps, in restricted areas, 
is by no means the same thing as stating that I wish myself to 
use capacity and efficiency as the basis for a world wide system 
of land classification. 

The next point of importance refers to tables 1 and 2 of my 
article which, Mr. MacFarlane believes to provide no worthwhile 
information on relative intensities. Yet it must be very disturbing 
to those who regard rent and intensity as mere corollaries of one 

8 Nixon, A. J. and Reed O. M., Dairy Section, Agricultural Adjustment Ad- 


ministration, U.S.D.A. Municipal milk distribution in Tarboro, North Carolina. 
December, 1938. 
Other References: Wellington City Milk Supply Amendment Act 1926, No. 4. 
Wellington City Council: Report of the municipal milk de- 
partment special Inquiry Board, September 25, 1924. 

1 Jour. Farm Econ., 20: 786, 1938. 

* See for instance (1) Missouri Agricultural Experiment Station Research Bul- 
letin No. 229, (2) An approach to the grading of land for purposes of appraisal, 
Jour. of Farm Econ. 18: 523, 1936, (3) Land classification as an aid in appraisal.— 
Paper delivered at the Farm Appraisal Conference, University of Illinois, October 
28, 1938. 
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another to find that Kentucky and Tennessee, with less than three 
quarters the area of Iowa and with far lower grade and less valuable 
land, have, roughly 25 per cent more farms and 35 per cent greater 
farm populations. If indeed intensity and rents are corollaries one 
might have expected Iowa to have had greatly more farms and 
farmers: perhaps 50 per cent more. So large a divergence of empiri- 
cal data from the expectation suggested by current economic texts 
is, to me, significant even if it leaves Mr. MacFarlane quite unaf- 
fected. 

My article went no further than to state that the data on “farm 
population and labor intensities in these states, therefore, clearly 
do not accord with the presumption that intensity reflects rents.” 
Mr. MacFarlane makes an easy dismissal of table 1 because no 
data on capital or management applications are included. (He 
apparently has made no attempt to supply these missing links 
himself.) For two reasons his dismissal is too facile. First, farm 
management research over three decades has made clear that labor 
inputs far overshadow capital inputs for most types of farming. 
Labor costs (explicit and implicit) are commonly twice or even 
three times capital costs. Second, all types of labor have some 
management and direction connected with them. That is Kentucky 
and Tennessee farmers supply management too and quite surely a 
large amount of management. The differences at best are only 
those between two fairly high levels and, while Iowa farmers may 
supply more management (though they may also supply less) they 
would need to supply vast amounts more of capital or management 
or both to compensate for the extreme differences in labor intensity 
noted above. Until better proofs than those offered by Mr. Mac- 
Farlane are prepared the great differences in labor intensity cannot 
be dismissed so easily. 

With respect to table 2, Mr. MacFarlane’s chief objection is to 
my use of surface soil nitrogen content. Nitrogen figures were used 
merely because they provided a means of combining readily all 
classes of land within a farm, namely, cropland, pasture land, 
woodland and so on. For that purpose they proved useful. There is, 
however, absolutely no need to insist upon the use of nitrogen. Let 
it go. Abundant evidence exists in Missouri and elsewhere that 
even upon a unit of area basis intensities need not and often do 
not reflect rent. 


Mr. MacFarlane’s final misapprehension of the meaning of my 
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article arises in connection with the measurement of efficiency. He 
states that I introduce “the idea that net efficiency and rent can 
be determined from the slope of the marginal productivity func- 
tion, given the cost per unit of the variable element.” I am sure, 
however, that Mr. MacFarlane received the introduction from 
some one else since nowhere in this connection do I mention 
“slope.” Indeed I say nothing about the measurement of efficiency 
since no mention of it was needed in support of my thesis. Through- 
out the relevant sections of my article efficiency was used (as it is 
commonly used) as one dimension of a figure the area of which 
represents productivity. That is, it was used in the sense that 
“efficiency times capacity equals productivity.” The particular 
figures referred to, were triangles CEF, CEG and DEH. These 
are all right triangles and efficiency in each case is a correlative of 
half the altitude. The entire latter part of Mr. MacFarlane’s com- 
ment has, therefore, no relevancy to my thesis and the eclipse of 
the functions to which he alludes is entirely one of his own manu- 
facture. 


Conrap H. Hammar 


University of Missouri 
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REVIEWS 


Economics of Peasant Farming, by Doreen Warriner. London, Ox- 
ford University Press, 1939. Pp. 200. $4.25. 


A book that should be read and pondered particularly by two 
groups of farm economists: first, by those who are overimpressed 
by the hard lot of the American farmer, and second by those who 
believe that the problems of the farmer can be solved within a 
single country. In saying this, the reviewer does not mean to deny, 
either, that the lot of the farmer really is a hard one in many areas, 
nor that there are no problems that can be solved within these 
United States. 

Warriner’s book gives us a detailed picture of the farm problem 
of Eastern Europe. The difficulties of the Eastern European peas- 
ant touch the economic structure and the political aspirations of 
Western Europe; and through the export trade Western Europe 
touches the cotton grower of the South and the hog producer of 
the Corn Belt. 

The first part of the book sets forth the general agricultural prob- 
lem of Europe as well as its relation to the situation of industry. 
The following chapters describe the farming methods, population 
problem, standard of living, and recent economic and political 
trends of the area, which includes Poland, Hungary, Jugoslavia, 
Rumania, and Bulgaria. The concluding chapters deal with the 
advantages and disadvantages of peasant farming (i.e. small, 
family farms), a discussion of whether the Russian collectivization 
method could be applied in Eastern Europe, and conclusions re- 
garding the outlook for the peasant States. 

In the nineteenth century population in every country of Europe 
increased rapidly. In Western and Central Europe industry grew 
fast enough to absorb at least part of the natural increase. Thus 
the peasant farms could be handed down intact from generation 
to generation. “Farther east, as in Galicia, population increased, 
but industry did not expand. The land had to support a bigger 
population . . . . So each generation saw the farms getting smaller 
and smaller. ... Thus growing poverty caused excessive splitting 
up of the land, which in turn made economic utilization of the soil 
impossible.” The result was subsistence farming of the worst kind, 
with excessive population density on the land, inadequate capital, 
and labor intensive methods. Further, population is still growing 
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so that there is a danger that even the present unsatisfactory 
standards cannot be maintained. 

“This situation is fatal to economic and social welfare. A land 
of dwarf holdings, literally 3 acres and a cow, is a nightmare of 
degradation and poverty. Of course, Southern Poland is excep- 
tional; it is a society in decay, with the fertility of the soil declining. 
The other regions of Eastern Europe are not in this state, but as 
things are at present they must eventually go the same way. Their 
future depends on not remaining self-sufficient. Either they must 
find outlets for farm produce, or farm labour, or develop indus- 
tries.” 

Adjustment, Warriner says, seems to be possible in one of two 
ways; to keep the present farm structure and go over to more 
intensive methods in the form of more livestock farming, vegetable 
and fruit production, etc., or else go over to the Russian model of 
large-scale collective farming. The latter, however, turns out to be 
hardly applicable in most of Eastern Europe. In Russia this method 
provided a means of transforming the village into a mechanized 
farm and of obtaining an increased number of industrial workers, 
as well as population to colonize new areas where land had been 
incompletely utilized before. 

The first alternative seems to offer more for Eastern Europe, 
but there are some very serious difficulties in its way. In the first 
place, capital is lacking, and the inability of the peasant farmers 
to increase their production appears to Warriner to come to a 
marked degree from inadequate capital accumulation. To the re- 
viewer this smacks a little too much of the excessive simplicity of 
nineteenth-century economics. If the recent discussions of techno- 
logical improvements in agriculture have any meaning, it is that 
the form of capital is often much more important than the amount. 
And this seems to apply in Eastern Europe, since Warriner sug- 
gests that the most obvious way out is by changing the type of 
agriculture. The lack of even a small supply of new capital to the 
peasant farmer, however, is of importance in that some is needed 
for a change in type. But the seat of the trouble is clearly in exces- 
sive population on the land rather than in a shortage of capital. 

To improve the condition of the Eastern European peasant it 
would be necessary to draw off at least a part of the population 
now on the land and to increase the output per capita of the rest. 
But the Western European countries, which would logically form 
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the market for a larger output of produce are attempting to foster 
self-sufficiency within their own borders and have built up, behind 
tariff barriers, a structure of agricultural prices much higher than 
in the countries farther east. To admit greater imports from East- 
ern Europe (or from America, for that matter) would mean lower 
prices for their own peasants. Further “if farm protection were 
abandoned, the influx of labour from the land would certainly 
lower the money wages of the town workers. If organized labour 
objects to a rise in prices (and many economists now regard this 
theory as axiomatic), then tariff policy is intelligible, though short 
sighted, since it necessarily stands in the way of a future rise in 
the standard of living.” 

Even with markets abroad opened to farm produce, Warriner 
believes that only Hungary and parts of Rumania would find their 
standards of living much improved, For the rest of Eastern Europe 
population would still remain excessive, so that industrialization 
or large scale migration appear to offer the only hope. Even for 
industrialization, capital is lacking in these countries. It is true 
that an alternative seems to lie in the extension of German domi- 
nance over Eastern Europe and its inclusion in the German eco- 
nomic system. But the Nazi system aims only at increasing the 
power and self-sufficiency of Germany, and Eastern Europe would 
be included only on a basis of dependence, with its exportable 
surplus absorbed on unfavorable terms. 

A European custom union, Warriner thinks, would help consid- 
erably in bringing about an adjustment advantageous to Eastern 
Europe. This, however, would mean cheaper food for Western 
Europe and a reduction in the farm population of Europe as a 
whole. Further, it would mean a serious readjustment in industries 
because of the great influx of labor from farms, and it would also 
mean further readjustments for the overseas countries now pro- 
ducing export surpluses. 

America farm economists will find Warriner’s book well worth 
reading, even though this requires wading through some rather 
tiring chapters of detailed description of peasant methods and 
conditions. For the most part, the work is done in a painstaking and 
scholarly manner. The implications of future adjustments which 


are likely to touch America as well as Europe are too important 
to be passed by. 


Towa State College 


Joun A. Hopkins 
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Economic Adaptation to a Changing World Market, by Carl Major 
Wright, Copenhagen: Ejnar Munksgaard, 1939. 305 pp. 8s. 6d. 
net. 

This book is an attempt to lay the foundation of an effective 
international policy for small countries, which are characteristically 
more dependent on the world market than large ones and are under 
a pressing need to maximize gains from trade in that market on 
the one hand and to minimize the unfavorable effects of its oscilla- 
tions on the other. The small country is virtually impotent to 
influence world market development through intervention, while 
a policy of economic isolation, save temporarily in depression, 
would be tantamount to economic suicide. Consequently, the most 
rational alternative is to develop a program of rapid adaptation to 
world market oscillations which will enable it to “ride the waves of 
economic change.” It is the author’s contention that “by careful 
study of the world market, pressure applied, not only on the right 
industries but at the right moment in the trade cycle, may transfer 
resources from stagnant to developing industries in such a way as 
to yield permanent real benefit and break down vested interests.” 
(p. 268.) 

But why not leave the problem of adaptation to the entrepre- 
neurs? To this, Dr. Wright replies that the modern economy is so 
honeycombed with monopolistic elements that a rational adapta- 
tion on the part of entrepreneurs cannot be anticipated. State 
intervention is therefore necessary. Furthermore, since govern- 
ments frequently intervene to buttress the position of industries 
rendered unprofitable by changes in world market conditions, it is 
necessary, if the economy is to be relieved of their incubus, that 
governments be equipped with a machinery which will enable them 
shortly to effect a transfer of resources from those industries into 
more profitable ones. 

Most of these general aspects are treated in the first and last 
chapters. The five intervening chapters are devoted to pointing 
out the various elements that must be considered in the formula- 
tion of a policy of adaptation, and to indicating the gains that such 
a policy might achieve. Specifically, these chapters contain a dis- 
cussion of changes in the world market, with special reference to 
establishing price and income elasticities of demand, and price 
elasticities of supply for various commodity groups; and a discus- 
sion of the nature of the international business cycle and its impact 


on 
cap 
ern 
Dr. 
of 
pa 
of t 
sta 
put 
foll 
and 
and 
the 
trie 
of 
pro 
as 
co 
isg 
rea 
for 
fac 
| 
ag 
the 
Th 
in 
ans 
d 
lis 
the 
po 
Tai 
af 
Th 
ac 
the 


REVIEWS 677 


on the national economy, with special reference to the mobility of 
capital and labor in the several phases of the cycle and proper gov- 
ernment policy to stimulate revival. Under these broad headings, 
Dr. Wright grapples with a host of problems including methods 
of measuring the relation between income and the demand for 
particular groups of commodities, the determination of the length 
of the production period in individual industries, the causes under- 
lying the spread of the international business cycle, the effect of 
standards of living on the mobility of labor, and the economics of 
public works. 

Risking an undue simplification, the net result is roughly as 
follows. Through the determination of the elasticities of supply 
and demand for the commodities which a country may produce 
and import, combined with a determination of the elasticities of 
the factors of production, a knowledge of the possibilities of indus- 
trial relocalization among competing countries and of the impact 
of the international business cycle on the domestic structure of 
production; it is possible to determine the most profitable as well 
as the most depression-resistant allocation of resources within the 
country in question. Since the mobility of the factors of production 
is greatest during prosperity, while the most pressing need for their 
reallocation occurs during depression, it is necessary and feasible 
for the government to undertake policies of revival which will 
facilitate transfer to the more profitable industries. 

In the opinion of the reviewer, the effectiveness of Dr. Wright’s 
agrument is impaired by his habit of restating at some length the 
theories and findings of the writers upon whom he chiefly relies. 
Thus a considerable amount of space is given to C.C. Zimmerman’s 
investigations bearing on the validity of Engel’s law, Wagemann’s 
analysis of the spread of the business cycle, Tinbergen’s macro- 
dynamic analysis of the cycle, and Chamberlin’s theory of monopo- 
listic competition. Not only is the thread of the author’s own 
thought broken, but he leaves the impression of groping for sup- 
port. 

Both in general and in particular, a large number of the problems 
raised are controversial ones, and it seems likely that there will be 
a few readers who will not have misgivings at one point or another. 
The reviewer is sympathetic to the idea of taking steps to improve 
a country’s mechanism of adjustment. His own investigations into 
the international sugar problem, for example, indicate that the 
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action of the Dutch Government in Java has greatly facilitated the 
adaptation of its sugar industry to changes in the world market 
and that more effective measures of rationalization might have 
been taken in Cuba. At the same time he wonders if the adaptation 
by entrepreneurs in small countries has on the whole been as uneco- 
nomic as Dr. Wright seems to imply in his last chapter. Empirical] 
studies comparing actual adaptation with that indicated by general 
economic analysis would seem desirable. On two particular points 
the reviewer is considerably less optimistic than the author, namely 
the possibility of deriving accurate measures of supply elasticities 
and the possibility of a small country effecting a revival in the face 
of world depression without permanently impairing its interna- 
tional position. It also seems worth noting that the adaptation 
policies of a small country may be thwarted by political forces, 
Thus if small country A could improve its economic position by 
integrating its economy more closely with that of B but in so doing 
would reduce its trade with C, it might find the latter hostile to 
such a policy and prepared to prevent it. 

Dr. Wright is to be commended for plunging boldly into a very 
complex problem. The intricate issues with which he has been 
forced to deal clearly demonstrate that economic control by the 
state is a complex process demanding economic and statistical 
analysis of a high order, not to mention the need for competent 
administrators and a legislative body committed to this type of 
action. Curiously enough, his effort might well evoke antithetical 
reactions. For persons disposed toward economic control, the 
analysis elucidates intriguing possibilities; for those who eschew 
such control, it could serve as a demonstration of insuperable 
difficulties. 


J. P. Cavin 
Bureau of Agricultural Economics 


The Sugar Economy of Puerto Rico, by Arthur D. Gayer, Paul T. 
Homan and Earle K. James. New York, Columbia University 
Press, 1938. Pp. xviii+326, $3.75. 


Puerto Rico has to support about 1.8 million people in 3,600 
square miles. A highly commercialized agriculture helps sustain 
this tremendous density of population. Sugar cane is the principal 
crop. Sugar constitutes around 60 per cent of yearly exports. Sixty- 
four per cent of the total output is produced in lands controlled by 
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the sugar mills, the remainder on independent farmers’ land. 
Four American-owned mills produce 31 per cent of the total sugar 
production. Sugar mills control 51 per cent of the total area of the 
land in farms growing sugar cane. The four American companies 
control 24 per cent. About 70 per cent of the 7,700 farms growing 
sugar are 25 acres or less. But 66 farms with over a thousand 
acres control 66 per cent of the land in farms growing sugar cane. 

“The Sugar Economy of Puerto Rico” is a scholarly contribution 
dealing with the economic and social problems arising from the 
situation briefly described above. Its outstanding merit is the 
meticulous care to maintain an objective viewpoint apparent 
throughout the book. The first five chapters give the background 
of the Island’s economy. In Chapters VI to XVII, the sugar indus- 
try is described. This section is predominantly factual. Chapters 
XVIII to XX present the conclusions and opinions of the authors. 

The book is not final in any sense. The authors frankly recognize 
the lack of facts on many phases and wisely avoid definite conclu- 
sions. It makes, nevertheless, interesting and stimulating reading. 
The assembly in a single volume of a multitude of facts previously 
scattered in many publications is a great service. The logical criti- 
cal appraisals of the data, and of conventional interpretations of 
it, will be a considerable aid to students of insular conditions. The 
book is mostly based on information previously available, but 
several original factual contributions are made. It suffices to name 
a few: a detailed presentation of the land owned by each sugar 
mill, by municipalities; seasonal variation of employment; and 
some estimates of the amount of production credit used by cane 
growers. 

Various sections deserve praise. The introductory chapters give 
a clear picture of conditions in the Island. The concise description 
of social frictions in Chapter XIV is very effective. Section 4 of 
Chapter X dealing with crop loans is informative on several of the 
main problems in the production credit field. Wisely the authors 
bring up, but do not pass judgment on, the question of interest 
rates. A striking example of rigorous objectivity is given in the sec- 
tion on Conclusions of Chapter II on Supplemental Incomes of 
Wage Earners. The discussion of the outlook for further political 
intervention with the Sugar Industry found in section 5 of Chapter 
XVIII is impressive for its realism. 

The authors accepted few of the popular ideas currently ex- 
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pressed in Puerto Rico without factual verification or logical analy- 
sis. Unfortunately they accepted one of the most prevalent and 
significant. On page 261, they say, “... Much of its (P. R.) land 
is ineffectively utilized ....” On page 295, they add, “Two out- 
standing facts about Puerto Rican agriculture are the limited ex- 
tent to which arable lands are now utilized at all and the poor 
technical quality of agriculture for other crops than cane....” 
There are no facts on the extent of land fit for cultivation. There is 
no study of land classification in Puerto Rico showing what per- 
centage of each land class is used. For an area that has been settled 
for a long time, the economic presumption is that the amount of 
land used is what the farmers have found by experience to be 
profitably cultivated under existing conditions. Whether the as- 
sumption is right or wrong in fact doesn’t alter this argument. It 
is only intended to emphasize the need of evidence. The authors 
state their opinions as facts and no evidence is offered to back their 
opinions. The same logical approach serves to question their opin- 
ion as to technical character. The technical character may be poor 
but may be the one economically justified in view of the relation- 
ships of price and costs. I doubt very much whether Puerto Rican 
agriculture could withstand increases in cost whatever their effect 
on yield in view of the present market outlook for most crops other 
than sugar cane. In recommending technical improvement, it is 
believed that a distinction should be made between a better utiliza- 
tion of present inputs and an increase in inputs. The opinion as to 
land use is to be regretted particularly because it may divert the 
attention from other far more important phases of the Island’s 
problem. 

On page 296, the authors present their views on the relationship 
between yield per cuerda and size of farm. It is believed that in 
this analysis not enough weight is given to soil differences between 
small and large farms. A lower yield may be economically more 
productive in a poorer soil than a higher yield. In the analysis as 
to the most economic size of farm unit, not enough weight is given 
to the situation on different soil classes. The more efficient size 
of the farm unit may be different under different soil conditions. 
Probably in the extensive level areas of deep, rich, heavy soils 
of the coastal plains, large-scale farming enjoys considerable ad- 
vantages. It is questionable whether those advantages may persist 
in the rolling and relatively shallow soils of the hilly areas. On 
page 297, it is stated that “ . . . There is no doubt that quite small- 
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scale farming is poorly adapted to cane culture... .” It may be 
necessary to modify this statement if factual studies prove the 
relationship between soils and optimum size of farm. Furthermore, 
“quite small-scale farming” is an elastic term. 

Throughout the book, the authors refer time and again to the 
impingement of the American commercial methods on the tradi- 
tional Spanish landed aristocracy as one of the most important 
causes of social friction. This is an interesting sociological explana- 
tion which, unfortunately, cannot be tested factually. It is believed, 
however, that its importance is over-emphasized. 

The discussion on Obstacles for Economic Expansion (Chapter 
XVIII, Section 4) suffers from an undue emphasis on the mortgage 
debt situation and an inadequate short section on marketing prob- 
lems. It is granted that an excessive mortgage debt thwarts initia- 
tive. But it is even more important to emphasize why this debt 
cannot be paid than the debt itself. The analysis of the agricultural 
marketing problems falls short of offering the explanation from the 
marketing field. Marketing is dismissed in less than a page. It is 
discussed from a too general point of view. The conventional ap- 
proach of finding fault with the market structure is followed. De- 
prived as it is of an adequate analysis of the complex factors under- 
lying the marketing situation, this approach is considered of little 
value. 

Too little emphasis is placed on the loss of markets in discussing 
the coffee and fruit situation. On page 36, a footnote reads, ““The 
1929 figure of coffee acreage is relatively meaningless except as an 
illustration of a social economic lag.” The figures were far more 
meaningful. In 1935, the decline in acreage from 1929 was less 
than 5 per cent, but production more than trebled. 

In a footnote on page 102, the authors say in reference to the 
number of sugar cane farms that “...The larger AAA figure 
based on actual grower’s contracts is presumably more accurate 
than the P.R.R.A. Census figures. ...” This is based on a mis- 
taken interpretation of a newspaper release. The number of 6,620 
sugar cane farms refers to farms receiving the larger proportion of 
their income from sugar cane, a type-of-farming definition. Ac- 
tually the Census enumerated 7,089 farms growing sugar cane, 
which is more nearly comparable to the 7,693 farms figure of the 
AAA. It must be stated that the AAA figure is based on contracts 
and some farmers may have more than one contract. 

It is a pleasure to welcome this valuable addition to the limited 
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bibliography on Puerto Rican economic problems. In general, the 
book is suggestive rather than conclusive. It is hoped that it be 
used as a starting point and that it serve as a stimulus for further 
volumes. 


S. L. Descartes 
University of Puerto Rico 


Analysis of Interregional Competition in Agriculture, by Sherman 
E. Johnson, Frank T. Hady, and others, Washington, D. C., 
Bureau of Agricultural Economics (mimeographed), 74 pp. 
1939. 


It has for some time been recognized by governmental officials, 
economists, and observers generally, that, if governmental controls 
over agricultural production and distribution are to be continued 
and even to increase in scope, much more complete information 
must be available with respect to the interrelationships and the 
effects on the economy generally of the various sorts of controls now 
in use and under consideration. As the authors of this report sug- 
gest: “Grave questions have arisen with respect to whether the 
new (production) choices open to him (the farmer) are reasonably 
effective in achieving the maximum economic utilization of agri- 
cultural resources and the lowest social cost . .. The central aim 
of agricultural policy over the long run must be to work toward 
that organization of productive resources that will maximize eco- 
nomic welfare for all the people of the nation.” 

The objective of this report is to set forth a methodology—an 
economic technique—by means of which may be analyzed the 
effectiveness of agricultural policies now in force and of those in 
prospect in bringing about the most desirable utilization of the 
productive resources of the nation, in so far as agriculture is con- 
cerned. The authors aim at more than this, however. They have 
attempted, also, rather sketchily to be sure, to shed some light on 
the implications of the ends, themselves, the attainment of which 
may be sought. 

It is the authors’ thesis—and this reviewer can only concur in 
it—that whatever be the agricultural policies pursued by govern- 
ment, primary attention must be given to locational problems; 
hence their emphasis upon the regional aspects of controls. They 
very rightly insist that to the extent that quotas, allotments, and 
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appraisals, for example, are based upon historical bases that no 
longer represent present and probable future conditions, the most 
satisfactory utilization of the nation’s resources will not be 
achieved. 

In their introduction the writers say: “In all this there is little 
that is new in itself... ” In fact, however, the writers have done 
some very meritorious work in indicating the manner in which 
theoretical tools must be utilized if they are to be of use in solving 
practical problems. Their discussion of instantaneous and con- 
sumer-equilibrium demand may be read with profit by the general 
as well as the agricultural economist. Their insistence—though not 
inso many words—upon the fact that, however useful in the devel- 
opment of theoretical tools, economic data are not subject to 
infinitesimal variation, has long been overdue. 

Despite the many merits of this report, however, this reviewer 
feels that it would be far more useful if certain egregious errors of 
theory were eliminated and the whole elaborated. In the discussion 
of what they call monopolistic competition, the authors are guilty 
of a number of errors—to be sure, errors that are not uncommon 
in discussions of that subject, but which a wider reading of the 
literature would reveal. This is especially true of their discussion 
of over-capacity, under-investment (of which they speak in the 
same breath), and volume of output. Despite their rather disarming 
footnote, ““We are fully aware of the limitations of this approach 
and of the criticisms it has met... ,” the critical reader will be 
led to conclude that they have little conception of those limitations 
—and, unfortunately, the uncritical reader will be misled. Most 
of their strictures upon monopolistic competition really relate to 
ologopoly—and even then are in some cases unmerited. Their stric- 
tures upon monopoly would be much less severe, in many cases, 
if they related their discussion of it more closely to that of “increas- 
ing returns.” The economic theorist may assume that the same 
proportionality and cost of factors will prevail under pure competi- 
tion and monopoly—but not the policy-maker. Their use of terms, 
such as economic (e.g., economic and uneconomic choices) and 
supply is also somewhat confusing. For example, following Pro- 
fessor Chamberlin where he would undoubtedly no longer want to 
be followed, they state, “Many, if not most situations of monopo- 
listic competition tend to approach determinate equilibria, and 
these do not equate demand and supply.” Confusion of “supply” 
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and “costs” is no longer excusable in view of the tremendous 
amount of literature upon the subject. 

Despite its shortcomings, however, the work is well worth 
reading. 


E. S. Lyncz 
Iowa State College 


Cooperation at Home and Abroad, by C. R. Fay, London, P. §, 
King & Son, Vol. I, 1936, 447 pp. Vol. II, 1939, 540 pp., 15s, 
Year Book of Agricultural Cooperation, 1939, Edited by the Hor- 
ace Plunkett Foundation, London, P. S. King & Son, 1939, 558 
pp., lds. 


Students of cooperation will be much interested in Dr. Fay’s two- 
volume revised edition of his well-known work, first published in 
1908. Our interest, in this review, centers primarily in Volume II, 
since Volume I is simply a reprint of the earlier edition. Volume II 
is an entirely new work, which is concerned largely with the co- 
operative developments of the period from 1908 to 1938. 

The main value of Volume II lies in the fact that it has been 
written from a broad, philosophical viewpoint by one, who for 
many years, has followed closely the cooperative movement in its 
multiple ramifications. It is divided into four parts: Part I— 
General, Part I]—Industrial Cooperation (Great Britain and 
Europe), Part I{I]—Agricultural Cooperation (English-Speaking 
World), and Part [V—Scandinavian Cooperation at Close Range. 
In addition to these four parts, there is a valuable supplement, 
prepared by the staff of the Horace Plunkett Foundation, on “Agri- 
cultural Cooperation in Europe.” The most penetrating chapters 
in the book are those which relate to (1) “Evolution of the Coop- 
erative Idea,” and (2) the “Analysis of the Cooperative Form.” 
American readers will be particularly interested in the two chapters 
devoted to cooperation in the United States and in the rather in- 
formal chapters on the Scandinavian cooperative movement. 


* * * 


The Year Book of Agricultural Cooperation, 1939, continues to 
present its annual inventory of agricultural cooperation by coun- 
tries in all parts of the world. In addition to this valuable service, 
the present volume also contains several contributions of a more 
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general character, such as H. F. Norman’s interpretative essay 
on “Sir Horace Plunkett as Cooperator,” and Professor A. W. 
Ashby’s analytical essay on “Cooperation and the State.” 


JoserH G. Knapp 
Farm Credit Administration 


Agricultural Marketing in India, by B. B. Mukherjee. Calcutta: 
Thacker, Spink & Col, Ltd. 1937, 259 pages, Rs. 4/8. 


This book is an attempt to offer a comprehensive study of the 
processes involved in marketing the principal agricultural products 
of India, and is based upon a number of years of personal observa- 
tion by the author. The book is primarily descriptive, containing a 
large number of detailed descriptions of the various markets and 
the transactions involved. 

The discussion is functional in approach, with very little analysis 
of the conditions described by the author. A chapter is devoted to 
the development of cooperative marketing, and one to govern- 
mental assistance to agricultural producers in India, both with 
comparisons of conditions in other countries. A treatment of the 
behavior of agricultural prices provides no contribution to that 
subject. 

Mr. Mukherjee emphasizes the important function of the middle- 
man in a region where growers are uneducated, unorganized, and 
economically weak. He finds the marketing process inefficient and 
costly owing to abuses which are prevalent as a result of the lack of 
control and organization of the markets. His suggestions for im- 
provement in the marketing system are, therefore, directed toward 
the elimination of these abuses, and include the prevention of 
adulterations, standardization of grades, weights, and measures, 
provision for licensed warehouses, improvement of transportation, 
credit, price reporting facilities, and so forth. 

The book provides much information, a large part of which is 
presented in a mass of fragmentary detail, relating to the processes 
involved in marketing agricultural products in India. The organi- 
zation leaves much to be desired, and the reader loses perspective 
through the absence of summary statements. The discussion is 
supplemented with data which would not prove adequate for a 
careful research worker, and which in many instances are presented 
without adequate explanation. The author frequently neglects to 
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keep the reader properly oriented with respect to the terms and 
places discussed. 


Donatp M. Ruse. 
U. S. Department of Agriculture 


Barriers to Internal Trade in Farm Products, by George R. Taylor, 
Edgar L. Burtis, and Frederick V. Waugh. Special Rept. to 
Secretary of Agriculture, U.S.D.A., 1939. 


This special report to the Secretary of Agriculture provides a 
comprehensive disclosure of the multiplicity of laws and regulations 
created by state and local legislative or regulatory bodies which 
operate as barriers to trade in agricultural products between and 
within the states. The restrictive regulations and practices de- 
scribed in the report pertain to dairy products, margarine, alcoholic 
beverages, railroads, motor vehicles, merchant truckers, grades, 
standards, labels, quarantines and state financed advertising of 
farm products. 

The investigators had as their objective a broad survey of all 
measures which serve to restrict the internal movement of agri- 
cultural products! and do not pretend to analyze in any precise 
manner the economic effects of the trade barriers discussed. Many 
admirable suggestions (not recommendations) for restoring free 
movement of goods are made; usually with a degree of caution or 
qualification in full keeping with the writers’ frequent reiterations 
of the complexity of the problem with which they were dealing. 

A considerable amount of the existing restriction is not purely 
and simply designed for protection, nor is an uneconomic allocation 
of resources the only result. Thus such restriction is not open to 
the categorical condemnation applied to federal protective tariffs. 
Sanitary regulations relative to dairy products, for example, ad- 
mittedly have a proper function and although they do prevent the 
free movement of dairy products, no one suggests the complete 
scrapping of all such measures. It is suggested that when such 

1 The following definition of the term “free trade” is given by the writers: 
“Free trade is a situation in which (1) each State and each market in each State 
admits any healthful and honestly described products from any part of the country 
without any kind of discrimination on account of the location of the producer or 
dealer, and (2) the various State governments and the Federal Government c0- 
operate in the development of laws and regulations that are as simple as possible 
and as uniform as possible in order that a shipment that is acceptable in one market 
will also be acceptable in any other market in the country.” 


It appears to me that the word “healthful” is not altogether relevant and de- 
fensible in the above definition; especially if the products are “honestly described. 
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regulation is clearly designed primarily to restrict a market or 
“stabilize” a local industry, rather than to supply health protec- 
tion, the true purpose of the regulation should be acknowledged 
so that it can face the test and stand or fall on those grounds. The 
writers also very properly suggest that we might well consider 
whether or not some of our health protection is not bought at too 
high a price. 

Excise taxes applied to margarine, it is revealed, are now applied 
in one form or another in over half of the States, and heavy license 
fees applicable to manufacturers and dealers of margarine are 
widespread. The investigators’ reply to the familiar arguments 
advanced in support of restricting the manufacture and sale of 
margarine includes the following points: 1—denial of asserted 
dietary objections to the consumption of margarine, 2—demonstra- 
tion of the futility and false economy of attempting to “equalize 
the burden of taxation” and the cost of production of margarine 
and butter, 3—assertion to the effect that restrictions of the sale 
of margarine could in any case offer only a very insignificant con- 
tribution to the solution of the economic problems of dairy farm- 
ers, 4—a warning as to the dangers of retaliation from areas pro- 
ducing important margarine ingredients. It is notable that the 
writers declare themselves unwilling to deny the validity of the 
principle involved in taxing the margarine industry to aid the 
dairy industry but rather declare the question to be open to careful 
consideration. A clarification of the writer’s position on this matter 
would have been very much in point. 

In exercising their legal rights to control the sale and consump- 
tion of alcoholic beverages within their borders, the States are in 
many cases enacting legislation which performs the additional un- 
economic function of discriminating against such beverages manu- 
factured in other States. Prospects of relief from this situation are 
not bright in view of recent court decisions, but some hope is held 
forth for improved voluntary cooperation between the States. 

In regard to grading, standards and labels, railroad, motor ve- 
hicle and quarantine regulations, the most significant suggestion 
offered by the writers is to the effect that standardization and uni- 
fication of such measures on a national scale would be a highly 
desirable step toward effecting a more economic distribution of 
products and use of resources. 

This report will be of great interest to all those who are con- 
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cerned with the growing tendency of the States to restrict the 
movement of goods inward across their borders. It is valuable as 
the first comprehensive expression of the gravity of this movement, 
and further, it will constitute an excellent point of departure for 
students who may desire to study in greater detail the separate 
problems involved, with a view to obtaining quantitative measure- 
ments of the economic effects of restriction and to formulating 
recommendations for corrective action. 

As to the general balance between description and analysis in 
the report, the reviewer is left with the conviction that an extension 
and refinement of the analytical sections would have been very 
much in order and would have strengthened the report materially. 


CHARLES M. ELKINTON 
Iowa State College 


Social Problems in Agriculture: Record of the Permanent Agricul- 
tural Committee of the International Labor Office. London, 
P. S. King & Son, Ltd., 1938, pp. 162, $1.00. 


Since its first meeting in Washington in 1919, the International 
Labor Conference has interested itself in agricultural labor ques- 


tions. At the 1921 session, three agricultural Draft Conventions, 
relating to the right of farm workers to organize, workmen’s com- 
pensation, and child labor, were adopted, also seven Recommenda- 
tions dealing with other such matters. Subsequently, work in this 
field was carried on by a Mixed Committee, made up of representa- 
tives of the International Institute of Agriculture and of the Gov- 
erning Body of the 1.L.0. In 1928 and 1933, studies were issued 
by the I.L.O. dealing with the organization of farm laborers and 
collective bargaining. In 1935, however, the Conference decided to 
set up a permanent committee, representing all classes engaged in 
agriculture, for the purpose of guiding the I.L.O. “‘with regard to 
the further handling of agricultural labor questions.” This publi- 
cation is a record of the first meeting of this body at Geneva. Dr. 
Lowry Nelson, of the University of Minnesota, sat as one of the 
15 agricultural experts. 

The report consists of an introduction, setting forth the origin 
of the Permanent Committee, and of three divisions; the first of 
these includes a series of reports prepared by the I.L.O. for the 
use of members of the Committee, the second is a summary of 
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debates at the first session and the third is the Committee’s formal 
report. 

Of chief interest in this publication are the summaries of experi- 
ence in various countries as regards hours of work and holidays with 
pay, the protection of child labor, the forms and extent of wage 
regulation in agriculture and the development of agricultural labor 
legislation. The number of nations in which such matters are dealt 
with by legislation or collective agreements is impressive. The ques- 
tion is raised whether, in over-seas countries in which the period of 
agricultural expansion appears to be drawing to a close and the 
necessity of stabilizing agricultural production is becoming evi- 
dent, social policy affecting agricultural labor will take a similar 
course. It is doubted whether the adoption of a policy of “‘promot- 
ing the efficiency of agriculture and its profitability and thereby 
improving its capacity to offer better working conditions” will of 
itself solve the social problem in agriculture (p. 97). 

In the debates of the Committee the question arose whether 
small operators, as well as farm workers, should be included in its 
discussions and whether this would lead to a conflict of jurisdiction 
with the International Institute of Agriculture. Mr. Nelson empha- 
sized the rapid increase of mechanization in the United States, and 
indicated his view that, in any consideration of its effects, small 
farmers, as well as wage workers, must be included. The report of 
the Committee left this matter for future decision. It proposed 
that the I.L.O. should undertake a study of mechanization, should 
seek the collaboration of other international agencies in a broad 
survey of the factors affecting the social conditions of agriculture, 
and should continue its special studies of the topics, indicated 
above, on which the I.L.O. had reported to the Committee. 


T. Ham 
Bureau of Agricultural Economics 


Seven Lean Years, by T. J. Woofter, Jr., and Ellen Winston. Chapel 
Hill: The University of North Carolina Press. 1939. Pp. vii, 187, 
$1.50. 


This little book of 176 readable pages is an attempt “to give a 
non-technical summary of the most fundamental aspects of malad- 
justment in rural areas and to outline methods for the reconstruc- 


tion of rural life which should prevent recurrence of needless dis- 
tress.” (P. vii.) 
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To quote the authors more fully as to purpose: 

“In the literature of agricultural reconstruction based on the 
aftermath of the depression of the early thirties, much has been 
written about the farm price structure, surplus crops, erosion, and 
dust storms. Not so much has been written about the human ele- 
ments involved. It is the authors’ conviction that the human drama 
of struggle, defeat, disillusion, and hunger is essentially basic and 
that the humanitarian has a contribution to make to rural recon- 
struction at least equal in importance to that of the chemist, the 
engineer, the agronomist, or the economist. It is, therefore, the 
primary objective of this book to give consideration to the rural 
problems in terms of human elements as well as in terms of produc- 
tion, prices, and markets.” (P. v.) 

The chapter headings give some indication of scope and content: 
Changing Rural America, The Significance of Rural Distress, In- 
security in Agriculture, Man Power and Opportunity, Perplexed 
Youth, Unequal Opportunities, Landless and Low Income Families, 
Farmers on Relief, Villagers on Relief, Regions of Chronic Dis- 
tress, Drought Distress, and Relief and Reconstruction. 

As source material the authors draw heavily on many of the 
elaborate statistical sources not available to the average reader 
either because they are not found in most libraries or because they 
are too detailed and dry for most readers. Aside from numerous 
bulletins and articles of a popular sort, these sources include such 
documents as the research monographs of the Works Progress 
Administration, the various reports of the National Resources 
Board, the Carter Goodrich report, and, of course, the United States 
Census reports. 

Although some readers will feel that the book gives too much em- 
phasis to the darker aspects of the picture, it should serve to point 
out that “the agricultural problem” is extremely complex, and 
that crop control programs are by no means the one “answer,” if 
indeed the right one. 


H. E. ErpmMan 
University of California 


NEWS ITEMS 


R. H. Allen, formerly of Harvard University, has recently been 
appointed to the staff in Farm Economics at the University of 
Kentucky. 

Howard W. Beers, formerly of Rutgers College, New Jersey, 
has joined the staff of the Department of Farm Economics, Uni- 
versity of Kentucky. 

The 12th annual meeting of the Western Farm Economics Asso- 
ciation was held during the three-day period of June 14-16 at 
Berkeley, California; with the Division of Agricultural Economics, 
University of California, acting as host. 

A new member of the Farm Economics staff in Kentucky is 
Lawrence A. Bradford, appointed to succeed Z. L. Galloway who 
resigned to accept an appointment as Extension Economist in the 
Federal Bureau of Agricultural Economics. Professor Bradford 
was formerly affiliated with the Farm Security Administration. 

James H. Clarke has resigned his position in the Department of 
Markets and Rural Finance at the University of Kentucky to be- 
come extension economist at the University of West Virginia. 

T. K. Cowden was promoted to Associate Professor at Purdue 
University, effective July 1. 

S. H. DeVault, Head of the Department of Agricultural Eco- 
nomics and Farm Management of the University of Maryland, 
was recently appointed by the Secretary of Commerce as chairman 
of a Special Advisory Committee on the 1940 Census of Agricul- 
ture. The work of this Committee consists in the preparation of the 
farm and ranch schedule, the multiple-tenant schedule, instructions 
for enumerators and recommendations with respect to the tabula- 
tion and presentation of results. 

C. M. Hardin, Purdue University, will study economics under a 
Farm Foundation fellowship at the University of Chicago during 
the school year 1939-40. 

E. P. Heiby, who has been on leave of absence for the past year 
pursuing graduate work at the University of Chicago, returned to 
the Department of Rural Economics, Ohio State University, on 
July 1. 

P. A. Henderson, has accepted a position as Extension Specialist 
in Farm Organization at Purdue University effective September 1. 

Roy Huffman, of the Department of Agricultural Economics 
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and Farm Management in the University of Maryland, has re- 
cently accepted a position as Assistant Land Use Planning Special- 
ist in Maryland. 

J. Russell Ives has resigned his position in Agricultural Econom- 
ics in the Department of Agricultural Economics and Farm 
Management in the University of Maryland to accept a position 
in the Division of Statistical and Historical Research in the Bureau 
of Agricultural Economics, U. S. Department of Agriculture. 

A. R. Mangus, formerly with the Division of Social Research of 
the Works Progress Administration, has been appointed Professor 
of Rural Sociology in the Department of Rural Economics, Ohio 
State University. Dr. Mangus assumed his new duties on April 1. 

E. H. Matzen has accepted a position as Extension Specialist 
in Marketing at Purdue University, effective September 1. 

A. Mauch accepted a position with the Bureau of Agricultural 
Economics, Division of State and Local Planning, as Assistant 
Representative, effective July 1. He will be stationed at Lafayette, 
Indiana. 

Merton Oyler, of the ‘staff of Rural Sociology, University of 
Kentucky, goes on a year’s leave of absence for study to the Uni- 
versity of Chicago. 

B. D. Raskopf, Assistant Agricultural Economist, University of 
Tennessee, will leave for Memphis on July 1 to assume his duties 
as joint representative of the University and the Division of Cotton 
Marketing, U. S. Department of Agriculture. 

J. Wayne Reitz has been granted a year’s leave of absence from 
the University of Florida beginning September 1, 1939, to continue 
graduate study at the University of Wisconsin. He has been 
granted a graduate fellowship by the General Education Board. 

John B. Roberts has been granted a year’s leave-of-absence from 
his present position at the University of Kentucky for graduate 
study at Harvard University. 

Vance M. Rucker has resigned his position as Extension Econo- 
mist at Kansas State College to become Secretary of the Bank for 
Cooperatives at Wichita, Kansas. 

Glenn R. Smith will return from Cornell University to duty at 
North Carolina Agricultural Experiment Station July 1, 1939. 

M. G. Smith will join the teaching staff of the Farm Manage- 
ment Department, at Purdue University, September 1. 

G. P. Summers has been appointed field agent in marketing for 


News Items 693 


the Kentucky Agricultural Extension Service. He will develop 
work in the field of tobacco marketing. 

James Tinley, of the Department of Agricultural Economics, 
University of California, Berkeley, is on sabbatical leave during 
1939-40. Dr. Tinley will travel extensively but utilize most of the 
year in South Africa where he will study the effects of agricultural 
policy on the standard of living with special reference to the native 
population. His program of study has been made possible largely 
by a grant from the Carnegie Corporation. 

Bennett S. White, Jr., has resigned his position in the Bureau 
of Agricultural Economics to accept an assistant professorship at 
the University of Kentucky. Dr. White will teach and conduct re- 
search in agricultural marketing and cooperation. 

Ramey C. Whitney, Department of Economics Sociology and 
History at the State College of Agriculture, Fort Collins, Colorado, 
has been awarded a non-service fellowship at the University of 
Minnesota and has been granted a leave of absence for the college 
year 1939-40. 

Lawrence Witt, Department of Agricultural Economics, Iowa 
State College has accepted a Farm Foundation fellowship for study 
at the University of Chicago. 


IRVING G. DAVIS 
1885-1939 


Irving G. Davis died on March 15, 1939 at his home in Storrs, 
Connecticut. Less than three months before his death he was 
elected President of the American Farm Economic Association. 
His last weeks were devoted mainly to preparing the program for 
the coming annual meeting of the Association. 

Dr. Davis was widely known for his work in farm organization 
and land use, but his influence went far beyond these special fields. 
He was interested in a wide variety of problems in agricultural 
economics, social welfare, government and statistics. Workers in 
many of these fields will miss the friendly, practical advice of 
“T. G.,” which was the unassuming title by which he was usually 
known. 

His wide interests and his friendliness made him an invaluable 
member of numerous committees. In his native New England he 
was one of the leaders in organizing the New England Research 
Council on Marketing and Food Supply and the New England In- 
stitute of Cooperation, and he always was willing to spend whatever 
time and thought was necessary to help develop such organizations 
along constructive lines. Yet his work was not limited to New Eng- 
land. He worked hard and well for the Social Science Research 
Council as Chairman of the Advisory Committee on Agriculture, 
and worked actively with many other national groups. 

“I. G.” was the kind of man who could not settle down into any 
kind of rut. Although he graduated from Bates College in 1906 he 
did not get an opportunity to finish his graduate work until 1937, 
when he received his doctor’s degree at Harvard. It was no easy 
task to leave his work as head of the Economics Department at 
Connecticut State College to go back to school for extended periods, 
but he did it, and he worked at his studies with all the zest and 
thoroughness which characterized all of his activities. 

Several of Dr. Davis’ studies have been published by the Con- 
necticut Agricultural Experiment Station. Those dealing with soil 
type and with type of farming were major contributions to agri- 
cultural economics. Not only did these studies help bring about 
important changes in Connecticut agriculture, but they developed 
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a technique of analysis and a point of view which will be useful for 
many years in all parts of the country. 

But most of us who knew “I. G.”’ will remember him not so much 
for his professional accomplishments as for his genuine friendliness, 
his sympathetic understanding of problems outside his own spe- 
cialty, and his ability and willingness to brush aside details and get 
to the root of essentials. His office at Storrs was a rendezvous for 
economists looking for ideas and suggestions. It was not always an 
orderly office, because “I. G.” usually had plenty of work piled up, 
but it was comfortable and he always found time to talk with any- 
one who had a real problem. His home, on a little farm at Spring- 
hill, a few miles from the college, was likewise always open to those 
of us who needed help, and Mrs. Davis and the three children al- 
ways appeared just as glad as “I. G.” to welcome old friends who 
stopped in unexpectedly. 

Dr. Davis was always modest and unassuming, and seemed sur- 
prised when honors began to come his way. They were richly de- 
served honors. The death of our friend is a serious loss to a great 
number of people throughout the country. 

F.V.W. 


ARTHUR W. MEDLAR 
1876-1939 


Arthur Walton Medlar, Associate Professor of Rural Economics 
at the University of Nebraska, passed away unexpectedly at his 
home February 4. His death was due to angina pectoris. 

Professor Medlar was connected with the University continu- 
ously from September 1918 until the time of his death. He taught 
courses in farm organization and farm accounting and for more 
than twenty years he came in contact with nearly every student 
who graduated from the College of Agriculture. He was one of the 
faculty to whom students wrote after they left college and whom 
they visited whenever opportunity offered. They referred to him 
questions upon farm management, income tax reports, farm leases, 
farm costs and other matters concerning farm operations. 

Professor Medlar was too busy teaching and answering letters 
to permit him to give much time to research. He aided other men 
in planning projects and preparing reports, but his name appears 
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as author of only one Nebraska bulletin, No. 319, Equipment Ex- 
pense Per Acre on Farms in Nebraska. He prepared various cir- 
culars and was joint author of a farm arithmetic. He left a partly 
completed study of Nebraska farm incomes. 

Professor Medlar spent his boyhood on a farm in Fillmore 
County. He graduated from the Ohiowa high school, taught rural 
school, and attended Doane College from which he graduated in 
1906. He spent the next seven years at Gates Academy serving as, 
principal the last three years. He was a graduate student at the 
University of Nebraska in the years 1913-15, operated the “home 
farm” until 1918, and then returned to the University with an un- 
usual background of science, economics, and practical experience. 
He is survived by his wife and by two daughters, Margaret (Mrs. 
Burton Marvin) of Chicago, and Faith, a junior at the University 
of Nebraska. 


H.C.F. 
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